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» 2006 FINANMIIAL PERFORIMANCE

Return on equity (ROE)

ROE measures how well the Bank is using common
shareholders’ invested money, It is calculated by
dividing net income available to cormon shareholders
by average common shareholders’ equity

Target: 18-22%

Performance: 22 . 1 0/0

Productivity

The productivity ratio measures the overall efficiency
of the Bank. It expresses non-interest expenses as
a percentage of the sum of net interest income
(on a taxable equivalent basis) and other income.
A lower ratic indicates better productivity.

Target: betow 58%

Performance: 55 3 %

Earnings per share (diluted)
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Earnings per share (EPS) growth

EPS (diluted) generated per common share* It is
calculated by dividing net income available 1o
comman shareholders by the average number of
diluted common shares outstanding.

Target: 5-10%

Performance: 1 3 %

*EPS {diluted) gives effect to all dilutive potential common
shares that were outstanding during the period.

Tier 1 capital
The Tier 1 capital ratic is @ measure of the Bank's

overall strength. It is calculated by dividing Tier 1
capital by risk-weighted assets.

Target: maintain strong
capital ratios

Performance: 10 2 %

Dividends per common share
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1 Share price apgraciation plus
divigends reinvested, 1936=100
2 Compound annual growth rate
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» 2006 FINANCIAL HIGHUIGRTS

-’

As at and for the years ended October 31 2006 2005 2004 2003 20020
Operating results {$ millions)
Net interest income (TEBY) 6,348 6,197 5,975 6,246 6,78%
Total revenue {TEB?) 11,648 10,726 10,295 10,261 10,727
Provision for credit losses 216 230 390 893 2,029
Non-interest expenses 6,443 6,043 5,862 573 5,974
Provision for income taxes (TEB™®) 1,312 1,173 1,060 1,055 862
Net income 3,579 3,209 2,908 2,422 1,708
Net income available to

common shareholders 3,549 3,184 2,892 2,406 1,692
Operating performance
Basic earnings per share {$) 3.59 3.1¢9 2.87 2.38 1.68
Diluted earnings per share {$) 3.55 3.15 2.82 2.34 1.65
Return on equity (%) 221 20.9 19.9 176 13.0
Productivity ratio (%) (TEB®) 55.3 56.3 56.9 559 55.7
Net interest margin on total

average assels (%) (TEB?) 1.95 2.00 2.10 2.16 2.29
Balance sheet information ($ millions)
Cash resources and securities 118,878 93,964 75,928 83,773 76,467
Leans and acceplances 238,034 198,581 178,854 178,478 194,070
Total assets 379,006 314,025 279,212 285,892 296,380
Deposits 263,914 217,445 195,196 192,672 195,618
Preferred shares 600 600 300 300 300
Common sharehoiders' equity 16,947 15,482 14,685 13,814 13,502
Assets under administration 191,86¢ 171,392 $56,800 161,974 144,433
Assets under management 27,843 26,630 21,225 19,964 21,472
Capitat measures (%)
Tier 1 capital ratio 10.2 111 11.5 10.8 9.9
Total capital ratic 1.7 13.2 13.9 13.2 12.7
Common equity to risk-weighted assets 8.8 9.7 9.9 9.2 8.6
Tangibte common equity to

risk-weighted assets™ 83 9.3 9.7 8.9 8.3
Risk-weighted assets ($ millions) 197,010 162,799 150,549 154,523 165,417
Credit guality
Net impaired loans* ($ millions) 570 681 879 1,522 2,095
General allowance for credit losses ($ millions) 1,307 1,330 1,375 1,475 1.475
Net impaired loans as a % of loans and

acceptances®™ 024 0.34 0.49 0.85 i.08
Specific provision for credit losses as a

% of average loans and acceptances 0.13 0.14 0.27 0.48 1.05
Common share information
Share price ($}

High 49.80 44 22 40.00 33.70 28.10

Low 41.55 36.41 31.08 22.28 21.01

Close 49.30 42.99 39.60 32.74 22.94
Shares outstanding (millions)

Average — Basic 988 998 1,010 1,010 1,009

Average — Diluted 1,001 1,012 1,026 1,026 1,026

End of period 990 990 1.609 1,017 1,008
Dividends per share (3) 1.50 1.32 1.10 0.84 0.73
Dividend yield (%) 33 33 31 30 3.0
Dividend payout ratio® {%) 418 4.4 384 35.3 43.2
Market capitalization {$ millions) 48,783 42,568 39,937 33,085 23,129
Book value per common share (3) 1713 15.64 14,56 13.67 13.39
Market value 1o book value multiple 29 2.7 2.7 2.4 1.7
Price to earnings muitiple

{trailing 4 quarters} 13.7 13.5 13.8 13.8 13.7
Other information
Employees 53,251 46,631 43,928 43,986 44,633
Branches and offices 2,191 1,959 1,871 1,850 1,847

{1) In 2002, the Bank incurred a charge of $540 million {after tax) on the disposal of Scotiabank Quilmes. This reduced eamnings per share by $0.53 and

return on equity by 360 basis points.

(2} Taxable equivalent basis. Refer 10 the non-GAAP measures on page 28.

(3) Represents common sharehalders’ equity and non-controliing interest in the common equity of operating subsidiaries, less goodwill and intangible

assets, as a percentage of risk-weighted assets.

(4) Net impaired loans are impaired loans less the specific allowance for credit losses.
(5) Represents common dividends for the period as a percentage of the net income available to comman shareholders for the period.
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i> 2006 BUSINESS LINE EARNINGS AI

Domestic Banking provides a comprehensive range of banking
and investment services to almest 7 million retail, wealth management,
small business and commercial customers acrass Canada. Our multi-
channel domestic delivery network includes more than 970 branches,
close to 2,750 automated banking machines, Internet, telephone and
wireless banking, three call centres, 100 wealth management branches,
four dealer finance centres, and six $ -
commercial business support centres. 1 . 2 79 million

International Banking encompasses Scotiabank’s retail
and commercial banking operations in more than 40 countries outside
Canada - an international presence unmatched by our domestic /
competitors. The 27,100 employees of Scotiabank, its subsidiaries and ‘
affiliates provide a full range of financial services tc appreximately

5 million customers in the following geographic regions: the
Car.ibhean .and Cer\trz.a_l Armerica, Mexico, 51 054.,, N
Latin America and Asia. : million

/

o7

Scotia Capital As the wholesale banking business of the
Scotiabank Group, Scotia Capital offers whalesale financial products
to carporate, government and institutional clients. It provides full-
service coverage across the NAFTA region, as well as a niche focus
in select markets globally, through two highly cohesive divisions —
Global Capital Markets, and Glebal Corporate

and Investment Banking. $‘] 047 HmiHion
'

* Contributions to the Bank's 1otal net income
** Netincome available to common shareholders
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international of Canada’s major banks.

North America
Canada
Mexico

United States

Scotiabank is pursuing today's glbbal opportunities as the most
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Caribbean and
Central America
Anguilla

Antigua and Barbuda
Aruba

Bahamas

Barbados

Belize

British Virgin Islands
Cayman lslands
Costa Rica

Dominica
Daminican Republic
El Salvador
Grenada

Haiti

* Each dot indicates a branch or office in 2 major centre.

Jamaica

Netherlands Antilles
(St. Maarten,
Curagac, Bonaire
and 51, Eustatius)

Panama

Puerto Rico

St. Kitts and Nevis

St. Lucia

St. Vincent and the
Grenadines

Trinidad and Tobago

Turks and Caicos

U.S. Virgin Islands

South America
Brazil

Chile

Guyana

Peru

Venezuela

Europe and
Middle East
Dubai

Egypt

Iretand

United Kingdom

Scotiabank and its affiliates serve approximately 12 million customers through close to 2,200 branches and
offices in some 50 countries around the world.”

AsialPacific

China

Hong Kong SAR, PRC
India

Japan

Korea (Republic of}
Malaysia
Singapore

Taiwan

Thailand

Vietnam




> Celebrating a year of obportunify and success

MESSAGE FROM THE CHAIRMAN OF THE BOARD

1 am pleased to once again report Lo you as Chairman of
Scotiabank, particularly in this, our 175th year of business.

Much has changed since our first year of operations — but
our core values have remained the same. Our first sharehold-
ers meeting took place in a coffee house — and all 80 share-
holders were invited. We now have some 20,000 direct share-
holders, and millions of individuals have indirect ownership
through their mutual funds and pension funds. The first divi-
dend was paid to shareholders on September 11, 1833, and
since then, Scotiabank has never missed paying a dividend.

Corporate governance has always been a key focus for our
organization, even before the term cxisted. The Bank itself
was created by an act of Parliament. — and by papular
demand, There was a clear need for a public bank to provide
merchants and the broader public with access to credit —
which, at, the time, was the realm of stnall private banks
whose chief beneficiaries were the owners and their [riends.
The purpese of our creation, as outlined in our act of incorpo-
ration, was lo help increase the “circulating medium of busi-
ness” — something we are still committed to today.

While 2006 marked a vear of achievement for Scotiabanl,
2007 marks a year of celebration. And there are many reasons
to be proud, We are Canada’s most international bank — a reputa-
tion we began earning when we opened our first non-Canadian
office in Minneapolis, Minnesota, in 1885, and our first branch
in the Caribbean in Jamaica in 1889.

Earlier this year, we underscored our international focus
with the appointinent of Alexis Rovzar de la Torre to our Board
of Directors. As executive partner in charge of the Latin

RicklWaughy

American practice of White & Case LLE, a global law firm, his
irapressive experience and international background are
assets that will support our Bank's success on a global level.
On this special occasion and on behalfl of the Board, 1 would
like to acknowledge the thousands of people in Canada and
around the world who have contributed to the growth of our
Bank. The proof of their high level of professionalism, inven-
tiveness, creativity and coramitment is clear: this Bank has
served customers, recognized and rewarded employces and
delivered value to shareholders throughout the world suc-
cesslully for 175 years. We will continue te seek opportunilies

to do so fer many more years 10 come.

SO haen,

Arthur R.A. Scace
Chairman of the Board

/ / ) y(’(&/’rj 74 2%0/(’(/4(//04’ /'M%}ma(/(ﬁ and arcund the werld.
~

We're proud to report that,

“3‘.’/55 in 2007, Scotiabank marks

its 175th anniversary.

2 2006 SCOTIABANK ANNUAL REPORT




Moving forward with opbortunity‘

MESSAGE FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

For our entire 175-year history, cach and every employee at
Scotiabank has been focused on opportunity.

We have achieved long-term success by constantly looking
for ways Lo serve our customers better, [ am proud to say, that
in 2006, we found those opportunities. With the perseverance,
cnergy and dedication of aur close to 57,000 employees world-
wide, we have, once again, met our main objectives and more.

*

Report on 2006
Our key priorities in 2006 were sustainable revenue growth,
cffective capital management, including strategic acquisitions,
and leadership, and we delivered a solid performance in each
of these arcas.

lt1 2006, we exceeded all of our key finaneial and operational
targets In achieving record earnings, Net income available 10
common shareholders was $3,54%9 million. Year over year dituted
earnings per share (EPS) were $3.55, an increase of 13% from
last year. Return on equity was 22.1% versus 20.9% [ast year,
and just above the high end of our objective range of 18-22%.
Our target was to imainlain a productivity ratio helow 58%, which
wi acecomplished with a ratio of 55.3% and continued 1o lead the
industry. Total return (share price appreciation plus dividends
reirtvested) in 2006 was 18%. Over the past 10 years, the com-
pound annil return on the Bank's shares has averaged 209,

Our three business lines performed well vet again,
each contributing significantly 10 our success. Domaestic
Banking generated the largest share of the Bank’s 1otal net
income at 36%, while International Banking and Scotia
Capital both contributed 309%.

We continue to benefit, from our focus on deepening exist-

ing relationships with customers and attracting new ones. In

its annwal survey of Canadian consuiners, leading market
research firmy Synovate indicated that Scotiabank led Canada’s
major banks in six of 11 customer service categories, includ-
ing staff service at the branch. And, for the fourth time in six
years, we were named “Bank of the Year in Canada™ by The
Banker magazine, a leading financial services trade journal
owned by The Financial Times Group that recognizes industry
excellence anmually.

In addition to good organic growth, we made several strategic
acquisitions in Domestic Banking, The acquisition of the
mortgage business of Maple Financial Group Inc., a leading
naltonal mortgage company, contributed to the growth of our
mortgage operations. Qur purchase of the Canadian opera-
Lions of the National Bank of Greece resulled in an immediate
infiux of new custotners — sorwe 40,000 it 10 branches in the
provinces of Ontario and Quebec,

We also made a number of significant, acquisitions in
our international operations, We completed the purchase and
merger of two Peruvian banks - Banco Wiese Sudameris and
our affiliate, Banco Sudamericano — which resulted in our
holding an almost 80% stake in the combined bank. And we
acquired Citibank's retail banking business in the Dominican
Republic, where we opened our first. branch 86 vears ago. In
June, we announced an agreement te acquire Corporacion
Interfin, the parent of Costa Rica’s Banco Interfin. We are in
the process of merging our existing Costa Rican hank with
Interfin which, combined, will result in a 14% markel share
and make us the country’s largest, private hank.

Capital managerment is also a key priority and a key strength.
We have actively managed our capital Lo ensure that we are

Much has changed since 1832, but Scotiabank’s commitment to the principles of strength,

integrity and service, established by our founders, continues to be our guide.

/(S)((D)f,) Incorporated March 30, 1832, our Bank began
g

with one small, four-persen office in Halifax.

.-./_) () ¢ ) Ve Today we are one of North America’s largest
financial institutions, and we continue to grow, to expand

the scope and reach of our business.

2006 SCOTIABANK ANNUAL REPORT 3




Scotiabank net income available to common shareholders
(3% billions)

4 35
29 3.2
3
2 I
1
2004 2005 : 2006

ready for acquisitions as opportunities arise. During the past
year, we comunitted, in total, more than $1 billion to acquisitions.

We also invested significant capital in organic growth
opportunities. In the first major expansion of our Canadian
branch network since 1997, we opened 15 new branches in
high-priority, high-growth markets in 2006 and plan Lo open
another 35 in 2007. In addition, in Mexico, we plan to open
more than 85 new branches, and 45 across the rest of our
international network. .

We increased dividends 1o our sharcholders by 14% to
$1.50, and continued with our policy of share buybacks to
offset any dilution.

Priorities for 2007

In 2007, we are raising the bar with financial targets that

are even more of a stretch, yet still achievable. We remain
comrmitted to our current business model of three strong
growth platforms — Domestic Banking, [nternational Banking
and Scotia Capital - and maintaining a high level of diversifi-,
cation across our businesses and geographies. With a presence
in some 50 countries, we have a well-established international
network, primarily in the Americas, with important operations
in Asia, which makes us unique among our peers and serves
as a foundation for tonger-term growth opportunities.

This yvear, we will continue to advance our priorities —
strong revenue growth and dynamic capital management —
across our three business lines.

Higher sustainable revenue growth continues to be our
number one priority. Our strategy for growth is straightforward:
1) organic growth, from both existing customers and new
business, and 2) acquisitions across all of our business lines.

Organic growth requires investiments in time, in rela-
tionships, in new products and in appropriate delivery
channels. It has been an effective area of focus across
all three business lines, has increased the depth of our
relationships with current clients and has enabled us to build
new client relationships.

At the same time, we will also focus on products and serv-

ices “adjacent” o our existing suite of offerings or in arcas

4 2006 SCOTIABANK ANNUAL REPORT

that we have not fully explored in the past. In our Domestic
Bank, we will pay particular attention to specific high-potential
customer segments, develop products based on their needs
and continue to expand our branch network and sales forces
to better reach these custotuers.

In International Banking, we will focus on waproved sales
and service processes and activities. We will supplement
organic growth by expanding in complementary businesses,
principatly wealth management and insurance. And we will
continue to implement improvements "Ln the efficiency of our
operating platform.

Scotia Capital will build upon our NAFTA capabilities,
which differentiate us from the competition. We will also
build our existing product capabilities in new geographies and
expand our areas of global industry specialization - such as
oil and gas — and we will develop new products for institution-
al clients.

In 2007, as we have in 2006, we will use our capital
strength 10 sustain and support revenue growth initiatives,
and for acquisitions.

The Domestic Bank will continue to be the foundation of
our Bank, and there are acquisition opportunities in our
home market. In 2007, we will look for them in personal and
commercial banking and, in particular, wealth management.

Qur key competitive advantage, however, is our global
presence — which represents a rapidly growing share of our
earnings. In many of the countries where we already have
operations, the markets are growing faster than those
in developed countries and the financial sector is expanding.
Our focus for acquisitions will be on these markets — parti-
cularly in the Americas. We will also continue to explore
appropriate opportunities in Asia, given the long-term .
potential of that region.

All of our past accomplishments — and those still to come
— would not be possible without our employees, who have
embraced our “One Team, One Goal” philosophy. We believe
that high levels of employee satisfaction and engagement are
necessary prerequisites for high levels of customer satisfac-
tion — which, in turn, drive revenue growth and, ultimately,
sharcholder value. Qur annual internal survey, ViewPoint,
shows continued improvement in our already-high levels of
employee satisfaction, with our Employee Satisfaction Index
rising to 87% from 84%. The Diversity Index, which measures
employees' perceptions of fairness, respect and management
sensitivity 1o work/life demands, also increased to 88% from
86% in 2005. We are committed to maintaining these excellent
results, and we are proud that Scotiabank is recognized as a
top employer in many of the markets we serve, including

Canada, Mexico and Jamaica.




2007 Objectives -

Financial

* Return on equity of 20-23%

* Diluted earnings per share growth of 7-12%

* Long-term shareholder value through increases in dividends
and stock price appreciation

Operational

* Productivity ratio of <58%

* Sound ratings

* Strong practices in corporaie governance and compliance
processes

¢ Sound capital ratios

We are also committed to enhancing the diversity of our
workforce, to mirror changing custoer demographics,
leveraging the skills and abilities of our people; and attracting
and retaining top talent. In recent years, we have been parti-
cularly focused on increasing the representation of women on
our senjor managerent team. In 2002, 18.9% of cur employees
in Canada at the level of vice-president or above were women;
this year, we achieved an all-time high level of 319%.

Our commitment to people includes a dedication to corpo-
rale social responsibility and strong communily involvement.
In 2006, Scatiabank contributed more than $42 million to
worthy community initiatives around the globe. Our employ-
ees share this commitment, enthusiastically donating their
time and funds to support local causes, and we are proud of -

and grateful for — their contributions.

Customer

* High levels of customer satisfaction and loyalty
= Deeper relationships with existing customers
* New customer acquisition

People

+ High levels of employee satisfaction and engagement

+ Enhance diversity of workforce

+ Commitment to corporate social responsibility and strong
community involvement

Long-term vision

Our mission is to become a truly international company,
based in Canada, with more than half of our earnings being
consistently generated outside the country. We have tremen-
dous potential to grow new producis and services in each of
our business lines. We have a great team of people, a shared
set of priorities and a proud tradition of success — for our
shareholders, our customers, our emplovees and the commu-

nities we serve,

Rick Waugh
President and Chief Executive Officer

2006 SCOTIABANK ANNUAL REPCRT
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> Corporate Governance and the Board of Directors

Accountability, openness and integrity

We firmly believe that our ongoing commitment and efforts to ensure a strong corporate governance structure
and culture across our organization help us deliver value to all our stakeholders.

Detailed information about
supervision of Scotiabank in
Canada, the United States,
Mexico and other jurisdictions, as
well as its corporate governance
policies and practices, can be
found in the annual management
proxy circular, annual information
farm and on the Bank’s website at
www.scotiabank.com. Except as
summarized in the Corporate
Governance section of the Bank's
website, the Bank’s corporate
governance practices do not differ
significantly from the NYSE listed
company corporate governance
standards.

6 2006 SCOTIABANK ANNUAL REPORT
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Internal
Audit

Group
Management Compliance

Our Best Practices

The Board must assume stewardship of the Bank.
The Board supervises the management of Scotiabank’s business and affairs, with the goal of maintaining the strength and
integrity of the Bank.

A majority of the directors are independent.
4 of 16 of the Bank’s current directors are independent.

The Board should have a non-executive chairman or independent lead director.
Scotiabank’s Board is led by & non-executive chairman.

The Bank must adopt and disclose corporate governance guidelines.
The Bank developed a formal Corperate Governance Policy in 2002, which has been enhanced and re-approved each year since.
It is reviewed at least annually.

Directors must be elected by majority voting.
Sharehalders vote for individual directars. Directors receiving more votes withhe/d than for in an unconiested election are
required to tender their resignation.

Board committees should be composed of outside directors, a majority of whom are independent.
All four of tha Board's committees meet independence guidelines in terms of camposition.

The Board must complete an annual evaluation process.
The Board conducts an annual review of its performance and that of its committees.

Non-management directors must meet at regularly scheduled executive sessions without management.
At each meeting of the Beard and Board committees, time is specifically reserved for independent discussicn withaut
management present,

An education program should be provided for new directors.

An orientation program is in place for all new directors. They also receive a Corporate Governance Information book, which is updated
annuslly and reissued to all directors, All directors participata in the Board's ongoing education sessions throughout the year.
The Bank must have a written code of ethics and conduct applicable to senior financial officers
and the CEQ.

Al directors, officers and employees of Scotiabank must acknowledge their adherence annually to the Scotiabank Guideiines
for Business Conduci®. The Bank has also adopted a Financial Reporting Whistleblower Policy™.

Directors' interests should be aligned with those of shareholders.
Directors are expected to hold Bank commen shares and/or Director Deferred Share Units with a value not less than
$300,000, a leval that must be reached within five years,

* Available at www.scotiabank.com




> 2006 BOARD OF BIRECTORS

Arthur R.A. Scace, CM., Q.C.

M. Scace is Chairman of Scotiabark and is a corporate director. He has been

a Scatiabank director since March 25, 1997, and Chairman since March 2, 2004. He currently
sits an the Executive and Risk Committee and the Human Resources Committee {Chair).

The Honourable Barbara J. McDougall, 0.C.

Mrs. McDougall is an advisor to Aird & Berlis LLP. A Scotiabank director since March 30, 1999,
she currently sits on the Audit and Conduct Review Committee and the Human Resources Committee,
Rick Waugh®

Mr. Waugh is President and Chief Executive OFficer of Scotiabank. He was appointed

a Scotiabank director on March 25, 2003, and currently sits on the Executive and

Risk Committee. He is also a director of several of the Bank’s international subsidiaries.

Barbara 5. Thomas

Alexis E. Rovzar de la Torre
1. Rovzar is Exeautive Partnes in charge of the Latin America peactice of White & Case LLP. He has been a Scotiabank
director since Decermber 31, 2005, and currently sits on the Corporate Gavernance and Pension Committee.

Allan C. Shaw, C.M,, LL.D.

M. Shaw is non-executive Chairman of The Shaw Group Holding Limited. A Scotiabark

director since September 30, 1986, he curently sits on the Corporate Governance and Pension {ommittee
(Chair) and the Executive and Risk Comminiee.
Gerald W. Schwartz™, 0.C.

M. Schwartz is Chairman and Chiel Executive Officer of Onex Corporation. He has heen a
Scotizbank director since May 26, 1999, and currently sits on the Executive and Risk Committee,

Ronald A. Brenneman

Mr. Brenneman is President and Chief Executive Officer of Petre-Canada. He has been a
Scotiabank director since March 28, 2000. and currently sits on the Audit and

Conduct Review Committee and the Human Resources Committee.

Elizabeth Parr-Johnston, Ph.D,

Dr. Par-Johnstor is President of Parr-Johnstan Economic and Policy Consultants. A
Scotiabank director since October 26, 1993, she curzently sits on the Audit and

Conduct Review Committee and the Corporate Governance and Pension Cammittee.
Paul D. Sobey

Mr. Sobey is President and Chief Executive Officer of Empire Company Limited. He has
been a Scotizhank director since August 31, 1999, and currently sits on the Audit

and Conduct Review Committee and the Corporate Govemance and Pension Committee.

John T. Mayberry

N. Ashleigh Everett

Laurent Lemaire

M Lemaire is Executive Vice-Chairman of the Board of Cascades Inc.

He has been 2 Scotiabank director since March 31, 1987, and currently sits on

the Executive and Risk Committee and the Human Resources Committee.

C.J. Chen

Mr. Chen is Counsel to Rajah & Tann, He has been a Scotiabank director since October 30, 1990,
and currently sits on the Corporate Governance and Pension Committee,

The Honourable Michael 1.L. Kirby

Mr. Kirby is a corporate direczor and recently retired as a Member of the Senate of Canada.
He has been a Scotiabank director since March 28, 2000, and currently sits on the

Audit and Conduct Review Committee {Chair} and the Executive and Risk Committee.

Honorary Directors’

Lioyd I. Barber, €.C,,
S.OM., LL.D, Ph.D.

Regina Beach, Saskatchewan
Bruce R. Birmingham
Qakville, Ontaric

E. Kendall Cork
Hillsburgh, Ontario

Peter C. Godsoe, 0.C.
Toronto, Ontario

M. Keith Goodrich
Lake Forest, lllinois, US.A.

John ). Jodrey,
CM., DCL
Hantsport, Nova Scotia

Gordon F. MacFarlane,
0.BC, LL.D.

The Honourable Surrey, British Columbia

Henry N.R. Jackman
Toronto, Ontario Donald Maclaren

Qttawa, Ontario

Gerald 1. Maier
Calgary, Alberta

Sir Graham Day
Hantsport, Nova Scotia

Pierre J. Jeanniot, 0.C.
Maontreal, Quebec

* Honorary directers do nol attend meetings of the Baard
{1) Nan-independent (NYSE Rules & €5A Guidelines) and atfilated (Bank Act) - President and CEQ
{2} Non-independent (NYSE Rules & CSA Guidelines) — overall business relationship with the Bank

For more information on our Board of Direciors, their committees and

S —

Malcolm H.D. McAlpine
Londan, England

lan McDougall
Lynbrook, New York

William 5, McGregor
Edmonton, Alberta

David E. Mitchell, 0.C.
Calgary, Alberta

David Morton
Westmount, Quebec

activities, please see our Management Proxy Circular at www.scotiabank.com.

Helen A. Parker
Sidney, British Columbia

Paul ). Phoenix
Burlington, Ontaria

Robert L. Pierce, Q.C.

Calgary, Alberta

David H. Race
Toronto, Ontario

Cedric E. Ritchie, 0.C.

Torono, Ontaric

Ms. Themas is a corperate director. She has been a Scotiabank director sirce September 28, 2004,
and currently sits on the Audit and Conduct Review Commintee.

Mr. Mayberry is the retired Chair of the Board and Chief Executive Officer of Dofasce Inc.
He has been a Scotiabank director since March 29, 1994, and currently sits on the Executive and
Risk Committee (Chair) and the Human Resources Commitiee.

Ms. Everett is President, Corporate Secretary and a Girector of Royal Canadian Securities Limited.
She has been a Scotiabank director since October 28, 1997, and currently sits on the
Corporate Governance and Pension Committee and the Human Resources Committee.

John €. Kerr, CM,, 0B.C, LL.D.
Mr. Kerr is Chairman of Lignum Investments Ltd. He has been a Scotiabank director since
March 30, 1899, and currently sits on the Corporate Governance and Pension Committea
and the Human Resources Committee.

Thomas G. Rust,
C.M, LLD,
Vancouver, British Columbia

Isadore Sharp, 0.C.
Toronto, Ontario

Marie Wilson, Q.C,
Toronto, Cntario
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The Executive Team

5. Jane Rowe
Executive Vice-President, Domestic Personal
Lending and Insurance

Sarabjit 5. Marwah
Vice-Chairman & Chief Administrative Officer

Robert H. Pitfield

Executive Vice-President, International Banking

Luc A. Vanneste

Executive Vice-President & Chief Financial Officer

Kim McKenzie

Executive Vice-President, Information Technology and Solutions

Robert L. Brooks
Vice-Chairman & Group Treasurer

Sylvia D. Chrominska
Executive Vice-President, Human Resources &
Public, Corparate and Govermnment Affairs

Dieter W. jentsch
Executive Vice-President, Comestic Commercial Banking

Deborah M. Alexander
Executive Vice-President, General Counsel & Secretary

Stephen D. McDonald
Co-Chairman and Co-Chief £xecutive Officer, Scotia Capital,
and Head, Global Corparate and Investment Banking

Peter C. Cardinal
Executive Vice-President, Latin America

Wendy Hannam
Executive Vice-President, Domestic Personal Banking and Distribution

Brian J. Porter
Executive Vice-President & Chief Risk Officer

C. John Schumacher
Co-Chairman and Co-Chief Executive Officer, Scatia Capital, and
Head, Global Capital Markets

Barbara Mason
Exequtive Vice-President, Wealth Management

Tim P. Hayward
Executive Vice-President & Chief Administrative Officer,
Intemationaf Barking
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Alberta G. Cefis
Executive Vice-President and Group Head, Global Transaction Banking

Chris J. Hodgson
Executive Vice-President, Head of Domestic Personal Banking

Barry Luter
Chief Executive Officer, Scatiabank {Irefand) Ltd.
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D om eSt’C B an kl ng provides a comprehensive range of banking

and investment services to almost 7 million retail, wealth management, small
business and comunercial customers across Canada. Our multi-channel
domestic delivery network includes nearly 21,400 emplovees, more than 970
branches, close to 2,750 automated banking machines, Internet, telephone
and wireless banking, three call centres, 100 wealth management branches,

four dealer finance centres and six commercial business support centres.

Domestic Banking net income available
to common shareholders

{$ millions)
1,400 1,253 1,279 The business provides a broad range of day-lo-day banking, lending,
1,200 1,105 full-service hrokerage, direct brokerage, investing, private client
1238 services and insuraice services from coast o coast.
600 This year, the Domestic Bank contributed alinost. $1.3 billion, Lthe
400 largest share of Scotiabank’s net income. Results included significant

growth in retail and commercial banking, along with higher wealth
2004 2005 2006 . . .
managerment transaction-based revenue, offset by muargin compression,
The Canadian financial services market is mature and intensely competitive, but we are con-
fident that there remain significant opportunitics for growth, We helieve we can achieve our growth
plan by delivering on our core purpose — to be the best at, helping our customers become finan-
cially better off, by providing relevant solutions to meet their unigue needs. Our strategy for the
next several years will focus on both organic growth and acquisitions. We will look to expand our
client base, capturing more customers — by targeting high-growth potential segments, such as
small business, commercial, and the pre-retirement and emerging affluent niarkets; and by empha-
sizing high-margin, value-added products and services, such as personal core deposits, mutual
funds, credit cards and insurance. We will also drive revenue growth through acquisitions,
particularly in wealth management. In Commercial Banking, we continue to implement

a business mode! that, will result in increased sales opporLunities and profitability.

2006 Achievements

Retail and Small Business Banking
Retail Banking continued to grow in 2006. Our focus on deepening relationships with our pres-
ent customers helped us to maintain high customer satisfaction and lovally levels — as indicated
by our excellent results in the annual Synovate survey of Canadian bank customers, inn which we
won six of 11 customer service calegories, including stalf service at the branches.

Al the same titne, we added to the number of customers we serve by embarking on the first,
major expansion of our Canadian branch network in almost, 10 years. We opened 15 new branches
and added 125 personal bankers in high-growth markets, and are on track to increase our branch

financial advisors.

2008 SCOTIABANK ANNUAL REPORT 11




Domestic - vital statistics

2006 2005 2004

Staffing 21,351 20,191 19,785

Number of branches 972 954 957

Employee satisfaction index {%) 90 89 87
Retail customer loyalty index vs

peer group (%) " 39vs 34 3Bvs 34 vs 30

* Source. Synovate CS)

We also expanded our customer
Share of wallet -

barrowing*
(% of dollars)
*Qver a 12-month period to July 2006

base hy purchasing the mortgage
lending business of Maple

Financial Group, Inc., including 519
Maple Trust Company, 4 national 50 309%
leader in mortgage lending, as well
as the Canadian operations of 0

National Bank of Greece (Canada) | "

(NBG Bank), which, together,
added approximately 80,000 new

Scatiabank  Peer Average

custemers and 10 branches in total.

As a result of these acquisitions, there were substantial
market share gains in mortgages and personal lending. We
also had an industry-leading gain in personal deposit market
share. Deposit growth was assisted by the launch of the
Market Powered GIC, a first of its kind in Canada. It provides
the opportunity for GIG investors to benefit fromy stock market
gains, while maintaining a guaranteed annual rate. And, to
enhance our industry-leading performance in commercial
automotive finance, we updated Scotia Dealer Link — an
Internet-based dealer inventory and lease management tool
for the Bank's automotive dealership customers,

Small business volume growtih has been good, and customer
satisfaction and loyalty have risen year over year. We revitalized
our Scotia Professional Plan; introduced ScotiaSkills, an online
learning resource; and renewed endorsement or partnership
agreements with several business and professional organizations.

We have taken a more integrated approach to promotional

campaigns, including sponsorships, to increase awareness and

acquire customers. Scotiabank had the single largest gain

in media exposure among the major banks, rising by 40%,
largely attribugable to our increased focus on sponsorships
such as the Scotiabank Giller Prize, the premier Canadian
literary award, and the branding of Scotiabank Place in Ottawa.

Wealth Management

't r -
In Wealth Management, we con Wealth Management assets

under administration
(% billions}

tinued to see solid growth in most
of our business lines. Scotia

Diversified Monthly Income Fund 30

Partners Portfolios increased net |12 o7 i !
assets by 62%. In.June, Scotia 90
Vision™ Funds and the Scotia &0 H

celebrated their one-year anniver-

17
6

2004 2005 200
sary, turning in a relatively strong

performance. Mutual fund assets grew to $16 billion and
Fund-of-funds (Partners Portfolios, Selected Funds and
Vision Funds) assets surpassed the $4 billion mark,

With our Scotia Private Client Group (SPCG), client loyalty
remains at an all-lime high, with 81% of clients saying SPCG's
overall performance is “very good” or “excellent.” Share of
wallet among these clients also increased for the third straight
year. Scotiatrust moved inte second place in the personal trust
industry, surpassing its revenue and net income targets. We
also Jaunched the Aqueduct Foundation, a new public charita-
ble foundation that provides clients with a flexible and cost-
effective way to make significant charitable gifts.

ScotiaMcleod, our full-service brokerage, saw strong
growth in its fee-based business, which now accounts for more
than 20% of ScotiaMcLeod's assets. We launched remote access
capability for more than 300 sales

Wealth Management assets
under management

(% billions)

staff, giving them access Lo their
complete desktop environment
from anywhere in the world. %

23 24
20
ScotiaMcLeod Direct Investing 0
(SMDI) experienced a significant ::
increase in trade volume, and new 5
2006

accounl, growth is up. Market provam—

ScotiaGold Passporf™ VISA* Mo other iravel
rewards card gives you more fiexibility than the
ScotiaGold Passport VISA card,

!i xg " Market Powered GIC This year, we

{:_Enjoy the ups ' launched the Market Powered GIC, the
with none of |, first of its kind in Canada.
the downs.

At ettt iy ol e
[ A R g ey
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share of assels and accounts continued te grow, and our share
of wallet also increased. In an online brokerage review carried
out by Surviscor, SMDI ranked first in the category of cus-
tomer interaction and third overall among 18 direct broker-

ages in Canada.

Commercial Banking

During 2006, Commercial Banking completed the second year
of a three-year program that is designed to better tailor our
efforts to clients’ needs, and we have matched the most appro-
priate individual banker to each customer.

As 2006 unfolded, industry credit demand strengthened
and was fuirly widespread across Canada. Our sales force kept
focused on business development opportunities and held our
place in the market. Operating and profitability goals have
been exceeded and credit risk strategies have improved. At
the same time, loan losses remained at historically low levels
for the second consecutive year.

As we move into 2007, Conunercial Banking is well positioned
to take advantage of higher industry dernand for credit to grow

our business and gain markel share.

2007 Priorities

The Domestic Bank has been successful al. meeting key goals
over the last several years, with particular strength in gaining
mortgage business and personal deposits. Qur focus going for-
ward continues to be a strong customer-centred strategy, with
an emphasis on wealth management, and deposit products. This
will also help us to better manage our funding costs and mar-
gins — another key priority. We will target particular market,
segments with good growth potential for us, including small
business, pre-rctirement, emerging affluent, and commercial
business owners, and we will provide them with sound advice
‘fromn a trusted advisor.

Concurrently, we will also focus on innovative, customer
needs-based products. Our plan is to continue to develop
products that create value for customers — including
personal banking, such as the recently launched Scotia One™
account package, insurance solutions, credit cards, savings

and investments.

v 530
s - X - \ Scotia Vision™ Funds Launched a year ago,
Life changes. Scotia Vision™ Funds have contributed to our
¢ S0 should your  mutual fund growth,
investments.
] —
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Our strong customer enlture, combined with our scale,
offers a unique opportunity to increase revenue. Expansion of
distribution and sales capacity will be an ongeing priority,
This will include adding more than 100 new financial advisors
to our branches, along with 90 advisors to our investment
exccutive sales force. We opened 15 new branches in 2006
and are on track 1o add another 35, for a total of 50 branches
located in high-growth markets by the end of 2007 — a major
expanston of our domestic branch network, We will continue
to use electronic strategies Lo drive sales and will support
those efforts with more training for our employees.

We will also continue to strengthen our position with
strategic acquisitions and alliances, particularly in calegories
where we have a Smaller customer base than our major com-
petitors, such as wealth management and retail deposits, and
in order 10 extend our product tines. We will make targeted
investments to optimize growth and opportunities, but will
remain disciplined, using cur capital Lo ensure increasing

value for our sharecholders.

Summary

We are confident that the foundation we have built in
Domestic Banking will allow us to focus on growth areas in

order to generate strong results over the long term.

: Fhan . .
]é‘ s:::;:.’:;mi"wour‘ Scotia One™ We are focused on developing
el ee——- innovative products that create value for our

. hari ygu for OPERng YT

seqtia Gn#” accourt customers, such as the recently launched
375'::"[::3 Scatia One™ account package.
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| nte il at | Oona I B an k| N g encompasses Scotiabank’s retail and

commercial banking operations in more than 40 countries outside Canada
— an international presence unmatched by our domestic competitors.
The more than 27,100 employees of this business line, its subsidiaries
and affiliates provide a full range of financial services to approximately
5 million customers across the following geographic regions: the

Caribbean and Central America, Mexico, Latin Amertca and Asia.

International Banking net income available
to common shareholders

(5 millions)

1,200 800 1,054 Secotiabank has long recognized that unique opportunities for

1.000 718 growth can be found beyond Canada’s borders: we have been an
800 internatlionally focused organization for more than 100 years.
600 The breadth of our global network sets us apart from the other
400

major Canadian banks and underscores our continued potential

2004 2005 2006 for sustainable growth,

Caribbean and Central America

Scotiabank has had a long and lasting presence in the Caribbean and Central Armerica, where
we operate in 25 countries throughout the region. Recent acquisitions have expanded our
operations in Costa Rica, El Salvador and the Dominican Republic. We have 372 branches and
offices, more than 840 ABMs, and employ over 11,200 staff throughout. the Caribbean and
Cendral America region.

Mexico
We have continued to expand in the Mexican market. Grupo Scotiabank is the sixth-largest
financial group in the Mexican banking system. We have more than 1.4 million customers in
Mexico, and there is substantial room to grow, given the solid economic prospects and the
large, young population.

Grupo Scotiabank has 494 branches, a network of more than 1,100 ABMs, nearly 7,400 employ-

ees, and a significant, portion of the rapidly expanding mortgage and automotive financing markets.

Latin America

We expanded our operations in Latin America this year with acquisitions in Peru of Banco
Wiese Sudameris and our affiliate, Banco Sudamericano, which resulted in almost 80% owner-
ship of the third-largest bank in the country, with 140 branches and olher operations. We also
have a subsidiary in Chile, Scotiabank Sud Americano, with 53 branches and offices, and an

affiliage in Venezuela.
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Asia
In the Asia region, we operate 24 branches and offices in
nine countrics. Current activities are focused on commercial

banking and trade finance, along with some wholesale banking.

Our major challenge is to expand in this region, principally by
establishing a stable retail operation. We are continuing to

search for suitable partners, particularly in [ndia and China.

2006 Achievements

International Banking performed well this year, Scotiabank’s
US$330 millton acquisition and merger of Peru's Banco
Sudamericano {BSA) and Banco Wiese Sudameris (BWS),
now called Scotiabank Peru, took us from 2% 1o 17% of mar-
ket share in that country. Scotiabank also acquired the Costa
Rican private financial group Interfin which, combined with
our existing operations, makes us the largest private bank in
the country. In the Deominican Republic, Scotiabank pur-
chased Citigroup Inc.’'s consumer banking business.

In China, Scotiabank was granted Qualified Foreign
Institutional Investor (QFII) status by regulators, making us
the first. Canadian bank to receive this recognition. We were
also granted a derivatives license by regulators, which will
enable the Bank to offer interest rate, currency, cormunodity
and other derivatives products to both foreign and domestic
companies and financial institutions. And in December 2006,
we opened a branch in Shanghai — the only Canadian bank
permiitted to do so.

We have made some excellent progress around the globe
this year in sales and service, where we have increased our
capacity, productivity and sales Grupo Scotiabank
dollar sales per

sales officer
(3 thousands)

results. Grupo Scotiabank in

Mexico has seen significant,

improvement since the implemen- | 58
tation of & new organizational 50 .
structure in its branches in 2005, :g &
Sales officers are spending 15% 20 .
more time selling, compared to v
2005 2006

2005; weekly appointments per

sales officer are up 256%; unit sales of deposit, lending and
investment products have increased 120%, and dollar sales
per officer arc up 61%.

We continued to aggressively exccute our credit card
strategies by launching cards in four new markets: Belize, the
Cayman Islands, St. Maarten, and the Turks and Caicos
Islands. In addition, we partnered with Delta Airlines to issue a
co-hranded Scotiabank Delta Sky Miles Visa card in Puerto Rico.
In Mexico, we issued the Scoliabank Fiesta Rewards card, as
well as co-branded National Football League cards.

Scotiabank has been recognized with a number of important
international awards this year. We received the Euromoney
magazine 2006 Award for Excellence in both the Dominican
Republic and Jamaica. The Great Place o Work Institute
ranked Scotiabank in Mexico the top bank, and we were listed
11th among 250 companies. We have also been recognized as
one of the top 20 Latin Arnerican banks in a study on sustain-
ability and ethics by Management and Ethics in Latin Finance
magazine, and as the third-best, company for female executives —
and ihe top bank - by the Association of Female Executives

of Trinidad and Tebago.
2007 Priorities

Sales and service

Sales and service involves acquiring the right customers, deepen-
ing our relationships with them, and retaining them for life. We
aim to accelerate our organic growth through an expanded
distribution network in 2007, including 85 new branches in
Mexico and 45 across the rest of our international network.

The Caribbean and Central America remains a key growth
area, where we have room to expand through improved sales
and service processes and activities. In 2007, we will boost
direct mail campaign growth in all markets, with a particular
focus on the large, Spanish-speaking markets of El Salvador
and the Dominican Republic, as well as Chiie, Peru and Mexico.
We will maximize the potential of our sponsorship of the
Cricket World Cup in 2007, as well.

1CC Cricket
World Cup

WIST DXXES 107

ICC Cricket World Cup We are reinforcing our
commitment to Caribbean communities by spon-
soring the International Cricket Council Cricket
World Cup West Indies 2007

[§{=<otiabaniy

OrriciaL Sronson

Great Place to Work Institute The Great Place

to Wark Institute ranked Scotiabank in

Mexico the top bank, and we were
listed 11th ameng 250 companies.
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We also have pilot projects under way in Mexico, El Salvador
and Bahamas to expand the small business portfolio. Our
focus will be on improving processing efficiency, establishing
performance and profitability measures, increasing growth

and reinforcing the small business brand recognition.

Complementary business

The goal of the complementary business priority is to find new
ways of meating customers' needs, especially in the areas of
wealth management and insurance. We want to improve and
build on our wealth management services growth throughout
Latin America and the Caribbean and Central America. Our
plans include cross-selling offshore and onshore wealth man-
agement products.

We are also focusing on offering insurance products and
services. We have a home insurance pilot under way in the
Cayinan Islands and Barbados, and have established strategic
alliances with insurance brokerages in Chile, the Dominican

Republic and Puerto Rico.

Efficiency

The basis for our efficiency strategy is to create the capacily
for sales and service by optimizing economies of skill and
scale. We can achieve this goal through the further expansion
of Shared Services.

Our current efficiency priorities in the Caribbean and
Central America include Internet banking, where we are
rolling out a new international wehsite which will make online

banking accessible in all countries where we do business.

Acguisitions

A key component of our strategy for growth is making selec-
tive acquisitions in the markets where we have a presence.
We will continue to acquire hanks and portfolios to accelerate
growth and increase income.
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In 2007, our primary focus will be on increasing market
share in key countries in Central and Latin America, specifically
targeting El Salvador, Peru, Costa Rica, the Dominican
Republic and the Caribbean, with a secondary focus on the
long-term potential in Asia.

We will continue to work on the smocth integration of
Banco Interfin into Scotiabank de Costa Rica, as well as on
the integration of our other acquisitions in the Dominican

Republic and Peru.

Summary

International Banking is an increasingly important aspect. of
the Bank’s operations, as we continue to grow both organical-
ly and through acquisitions. Qur goal is to drive sustained,
profitable growth and adapt appropriately to the needs of
each local market by drawing on our core strengths in combi-
nation with our strategic initiatives.

Scotiabank Spanish Website in the

Dominican Republic Recent acquisitions
have expanded our operations in Costa Rica,
El Salvador and the Dominican Republic.

Scotia Home Savings Plan (SHSP)
The SHSP can help customers in the
Caribbean and Central America get
into the habit of saving regularly.
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SCOtla Caplta , offers lending, investment banking and capital
markets products to corporate, government and institutional clients.
It provides full-service coverage across the NAFTA region, as well as
a niche focus in select markets globally, through two divisions — Global
Capital Markets and Global Corporate and Investment Banking. Scotia
Capital has 18 offices and more than 300 relationship managers who are
organized primarily around industry specialties. In 2006, Scotia Capital

delivered record results for the third consecutive year.

Scotia Capital net income available

to commen shareholders

($ millions)

1,200
1,000
800
600
400

Global Capital Markets represents our trading businesses and oper-
ates in Cantala, the United States, Mexico, Weslern Europe and Asia.
1047 This division specializes in fixed income, dertvatives, forcign
exchange, precious nictals, institutional equily sales and trading and
equity research. .
Global Corporate and Investment, Bunking is organized geographi-

cally within four groups: Canadian Corporate and Investment Banking,

2006 Uniied States Corporate, Europe Gorporate and Mexico Wholesale.
In Canada, we provide full wholesale banking services. In Mexico, we offer a full suite of whole-
sale prodiicts, as well as cash management, trade finance and correspondent banking, to our
Mexico-based clicnts. The United States and European units provide corporate lending prod-
ucts, as well as select non-lending products. The groups work closely together to bring our

clients seamless cross-border financial solutions.

Canada

In Canada, our objective is to build deeper and more profitable relationships with the corporate,
governmenl and institutional clients we serve. We have extensive capabilities, offering a full
suite of wholesale products and services,

This year, we integrated our corporaie and investment banking groups. The purpose of the

inlegration was to enhance client coverage, expand our coverage and increase overall cross-sell,

United States
In the United States, Scotia Capital is a leading svndicated lender, primarily to Fortune 1000
clients, with increasing cross-sell of select capital markets produets, such as fixed income,
derivatives and foreign exchange,

We have shiflled our U.S. strategy to focus on growth, while continuing to be a top quartile
manager of credit. risk. This year, as in 2005, we recorded net, loan loss recoveries. We will grow
by targeting new market segments and clients, increasing cross-border business, offering

increased product capabilities and enhancing our internal credit processes.
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Mexico

Scotia Capital Mexico is a full-service wholesale bank targeting
corporale, government and institutional investor clients
operating in the Mexican market. Our relationship managers
specialize in 10 different industry sectors and focus on
providing solutions to clients, with increased emphasis on
cross-selling local products and services, as well as the
NAFTA-wide capabilities of Scotia Gapital.

Europe

In Europe, our strategy is to be a top-tier destination for
expertise in several specialized areas — in particular, shipping -
and in serving European clients with interests in the
Americas and vice versa, We measure success on the basis of
return, top-tier management of credit and the extent of our

cross-selling accomplishments.

In addition to cur capabilities discussed above, Scotia Capital
focuses on meeting the highly complex needs of clients
worldwide, and on providing specialist support by structuring,
marketing and trading capital-efficient products, such as
derivatives, fixed income and foreign exchange, (o corporale,
institutional and government clients, We also provide institu-
tional equity sales, trading and research for Canadian clients.
ScotiaMocatla provides us with a market-leading global plat-
form in precicus metals, and we offer global oil and gas advi-
sory services through Scotia Waterous.

Scotia Capital maintained high asset quality during the
year by continuing o adhere to stringent lending guidelines
and sound risk processes. We also generated growth with
new products and services, which helped us develop new

relationships with select clients.

2006 Achievements

For the \hard consecutive year, Scotia Capital was named
“Best Investment Bank in Canada” by Global Finance. We were
also named “Best Foreign Exchange Bank in Canada”

by the same publication for the second year in a row. Scotia

Capital’s Corporate Derivatives teamn was ranked as number one
in Canada for a fourth straight year by an independent
third-party survey firm,

We participated in a number of major deals in 2006, including
the much-anticipated initial public offering of Tim Hortons Ine.,
which was well received and oversubscribed. In a landmark
transaction for Scotia Capital, General Motors Acceptance
Corporation agreed to sell up to US$20 billion in U.S. retail
automotive asset-backed securities Lo Scotia Capital over five
years, under a US$6 billion revolving credit facility. This was
the largest-ever transaction in the history of the division and
underlined our experience in auto and asset-backed lending.

This was also a year for establishing building blocks for
revenue growlh. We operated our Mexico Wholesale husiness
unit under the Scotia Capital name, and implemented a num-
ber of organizational changes to facilitate our business there.
We continue to focus on fully realizing our NAFTA potential,
which we believe is a major competitive advaiage and distin-
guishes us from cur peers. )

We continued to expand our business with alternative
asset managers, Lhe fastest-growing institutional investor seg-
ment. In 2005, we were the first Canadian prime broker to
host an event in Europe which brought together some of the
top Canadian hedge fund managers and the international
investment community. In 2006, we continued to lead these
types of events, as we hosted a forum in Zurich, Switzerland.
This is just one example of how we are successfully building
business opportunities with this cliemt group.

We recently expanded our global fixed income capabilities,
including enhancing our product offering in Mexico. We also
opened an emerging currency Eurobond desk in London,
which sells foreign currency bonds from emerging markets —
including many where Scotiabank has a presence — to
European buyers.

In the United States and Canada, we successfully
increased our securitization capabilities and expanded the

volume of business we do with our clients. We will continue to

Best Foreign Exchange Bank in Canada
Scotia Capital was named Best Foreign
Exchange Bank in Canada for a second year
in a row by Glabal Finance in 2006.

~

NAFTA Reach Scatia Capital will
continue to build our NAFTA
capabilities which differentiate

us from the competition.
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broaden the scope of this business by leveraging our strong
corporale relationships. We have also made progress on set-
ting up new conduits — business structures that facilitate
securitization — in Ireland and Mexico.

The purchase of Waterous & Co. last year has significantly
added to our global oil and gas capabilities, and we have been
successful at leveraging Scotia Waterous to atlract new
clients, We have also made pregress on increasing our global
capabilities in the mining industry, where we are working to
build a top-tier mining franchise.

In 20086, we also led a significant number of eross-border
deals. Our loan syndications desk in New York is enjoying
considerable success in working with Scotiabank's
International Banking division to structiure and execute cross-
border transacttons from the Caribbean and South America.

In Europe, we fine-tuned our strategy by refocusing our
industry groups on serving companies based in the Americas,
and on the global shipping industry. In Asia, we will continue
to look for niche opportunities to deepen and broaden our
presence,

2007 Priorities

Scotia Capital has identified a significant mﬁnber of important
organic growth initiatives which should deliver greater rev-
enue going forward. These initiatives will ensure we continue
to provide excellent service 10 our clients with as broad a
product. suite as possible. Organic growth will be the primary
driver of revenue, but acquisitions — of highly skilled people
and teams, as well as businesses — may also play a future role.

In 2007, we look Lo grow revenue and net income, while
continuing to prudently manage risk. A key contributor to
growth will be the opportunities arising from our continued
fecus on feveraging our NAFTA capabilities.

Also, given the scale of the opportunity, alternative asset

managers represent a significant potential area of growth. In

ScotiaMocatta Gold Coins ScotiaMocatta, part
of Scotia Capital and the precious metals division
\\ of Scotiabank, introduced gold coins bearing the
famous ScotiaMocatta name in 2006.
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Canada, we are looking to become a full-service leader providing
a full suite of products to alternative asset managers. Outsice
Canada, our strategy is to become a niche player delivering
Canadian products to a target group of alternative funds, and
providing non-Canadian products selectively where we can be
competitive.

in the oil and gas and mining industries, we will grow global
product and client coverage capabilities by leveraging Scotia

Waterous and adding alent. to our mining franchise.

Summary

Building on the initiatives that have been taken in the past
year, Scotia Capital will grow revenue by invesiing in and
expanding product capabilities and targeting these products
at new clients in both our traditional and alternative client
segients. We will continue to prudently manage risk and

work te enhance our risk processes,

Scotia Waterous Last year's purchase of
Waterous & Co., rebranded as Scotia Waterous,
has made us a leader in oil and gas mergers and
acquisitions and helped us attract new clients.
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Corporate Social Responsibility ccsry is an essentia

part of the way we do business at Scotiabank. We believe that, as a socially
responsible company, our corporate goals and objectives must align with
the priorities of our stakeholders, including our customers, employees,

shareholders and community partners.

Conducling business in this way accomplishes imuch more than

ETHICS
AND GOVERNANCE
AN
ENVIRONMENT CUSTOMERS
<L Scotiabank 7
CSR

focus

enhancing our public image. By pursuing sound business strategics
thal also take into account hroader ethical, sociil and environmental
implications, we can better manage corporate risks and opportunities,
and achieve a cotnpetitive advantage. Recent research shows that
cne-quarter of Canadians always or often take CSR issues into account

when making everyday purchases and investinent. decisions.

L

THE COMMUNITY

CSR at Scotiabank

We focus on being the best at helping
our customers become financially
better off, by providing relevant
solutions to their unique needs. We
understand that small business is a

vital part of the Canadian economic .

landscape.

We recognize the sericus global
environmental challenges faced
by our society.

Our community leadership show-
cases our global dedication to being
a socially responsible corporation.

We believe organizationat and
employee success go hand in hand.

We know that a strong corporate
governance structure and culture
across the entire organization
defivers value 10 all our stakeholders.

We believe CSR is good for
business and leads to consistent
shareholder value.

Shareholders are demanding that companies demonstrate high cthical
\\ standards, transparency and accountability, And, in an increasingly
EMPLOYEES competitive labour market, employees are looking for supportive, flex-
ible workplaces where they can learn, grow and make a contribution
to the success of the business.

QOur focus on CSR is supported by a dedicated team, who work to understand and responil
to key stakeholder concerns, develop strategics and policies, and support the business lines in
responding to CSR risks and opportunities, such as climate change and microfinance, They
work in partnership with the Corporate Social Responsibility Advisory Committee, a cross-func-
tional team of executives from each of our business lings, as well as key support areas, such as

Global Risk Management, Human Resources, Legal and Group Compliance.

2006 achievements

A major milestone in 2006 was the integration of CSR into Scotiabank’s balanced scorecard
approach Lo performance management, which helps management focus on achieving a balance
of financial, operational, customer and people objeclives. The scorecard now includes a CSR
component to gulde the Bank’s priorities and actions.

In support of principles of sustainable development, in September 2006, Scotiabank adopted
the revised Equator Principles, a set of internationally recognized, voluntary project finance
guidetines that establish social and environmenial S‘Eandar(ls in the banking industry. In doing
50, Scotiabank agrees to provide loans only to projects whose borrowers can demonstrale their
ability and willingness 1o comply with comprehensive processes aimed at ensuring that projects

arc developed in a socially responsible manner and according to sound environmental practices.
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As such, Scotiabank can better assess and mitigate any poten-
tially adverse social and environmentai risks.

Increasingly, environmental considerations are being
incorporated into various operational areas of the Bank,
including the domestic branch network. We recently opened
our third “green” branch in Laval, Quebec, allowing us to test
new energy-efficient, features. This innovative pilot project —
our first to complete a formal certification process by The
Green Globes™ Eco-Rating Program — could help deliver con-
siderable operational efficiencies when refined and adopted in
other branch locations. The Laval branch’s 3 Green Globes
designation indicates we are making excellent progress in
achieving eco-efficiency results.

Scotia Capital continues to provide advice and financing
support to innovative wind power, hydro and other alternative
energy projects, and is developing a reputation for unique

market expertise in renewable energy financing,.

Committed to being an empioyer of choice

Our ability to achieve our financial objectives and business
growth goals is directly related to the strength, satisfaction and
engagement of our employees, who implement our strategies
and nurture relationships with customers. For that reason, we
are commitled to being recognized as an employer of chaoice
in all of the markets where we do business. Toward that
objective, across Scotiabank's global operations, we continued
to focus on creating a workplace that is supportive of emiployees’
needs and is equilable in providing opportunitics for them to
grow and succeed in their careers.

Our success in atlaining our people objectives can be gauged
by our improvements in key measures of employee satisfaction
over the past 12 months. Each year, through eur ViewPoint
employee opinionh survey, we ask employees around the world
to assess how they feel about their employment experience
and the quality of their immediate work environments. In
20086, these survey results indicated continued improvement,
including our Employee Satisfaction Index, which increased
to 87%, up from 84% last year.

Our progress was further confirmed by third-party recog-
nition when Scotiabank was again named among the 50 Best
Ewmployers in Canada by The Globe aud Mails Report on

Business Magazine, This is the second consecutive year

24 2006 SCOTIABANK ANNUAL REPGRT

that Scotiabank has been recognized, one of only two banks
on the roster.

A recognized leader among Canacdian corporations for our
charitable donations and philanthropic activities, in 2006,
Scotiabank provided more than $42 million in sponsorships and

" donations to a variety of Canadian and international projects and

initiatives, primarily in health care, education and social services.
For a comprehensive report. on Scotiabank Group’s global cor-
porate social responsibility activities, including its charitable
giving and programs addressing customer, small business, employ-
ce and environmental issues, see the 2006 Corporate Social
Responsibility Report, which will be available in spring 2007,

2007 Priorities

TFor 2007, we will support initiatives that position Scotiabank
as a leader in corporate social responsibility. We will continue
to provide advice and financial support to innovative environ-
mental projects, as well as broad-based community giving and
programs that recognize our employees for their community
involvement. We will also further embed material environmen-
tal, social and governance (ESG) issues into our lending and
investment strategies, as well as assess potential for other
products and services that protect our environment.

Specifically, the Bank will develop a strategy to incorporate
ESG factors into its investment decisions by the end of the
vear. Our objective Is to ensure that ESG risks that may have
a sighificant financial or reputational impact are fully taken
into account. when researching and selecting the Bank’s
investments.

We will also continue to strengthen programs and policies
that help create a high-guality work environment for our
employees — including new programs to support our advance-
ment of women initiative — in order to maintain and build

upon our ranking as a glebal employer of cholce.

Summary

Building on the foundation and traditions of solid corporate
citizenship at. Scotiabank, including the impressive engagement
and cormitment to thesc issues among our eployees, we
will continue to strengthen the Bank's activities in the area of
corporate social responsibility to ensure we have a positive
impact on our society, while reflecting the needs and priori-
ties of all of our stakeholders.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Forward-Looking Statements

This document includes forward-looking statements which are

made pursuant to the "safe harbour” provisions of the United
States Private Securities Litigation Reform Act of 1995 and any

" applicable Canadian securities legislation. These statements include
comments with respect to the Bank’s objectives, strategies to achieve
those objectives, expected financial results (including those in the
area of risk management), and the outlook for the Bank’s businesses
and for the Canadian, United States and global economies: Forward-
looking statements are typically identified by words or phrases such

as "believe,” “expect,” "anticipate,” "intent,” “estimate,” “plan,”
"may increase,” “may fluctuste,” and similar expressions of future or
conditional verbs such as “will,” "should,” "would” and “could.”

By their very nature, forward-looking staternents involve numerous
assumptions, inherent risks and uncertainties, both general and specific,
and the risk that predictions and other forward-looking statements will
not prove 1o be accurate. The Bank cauticns readers not to place undue
reliance on these statements, as a number of important factors could
cause actual results to differ materially from the estimates and intentions
expressed in such forward-looking statements. These factors include, but
are not limited to, the ecanomic and financial conditions in Canada and
globally; fluctuations in interest rates and curency values; liquidity; the
effect of changes in monetary policy; legislative and regulatory develop-
ments in Canada and elsewhere; operational and reputational risks;
the accuracy and completeness of information the Bank receives on
customers and counterparties; the timely development and introduction
of new products and services in receptive markets; the Bank's ability to
expand existing distribution channels and to develop and realize revenues
from new distribution channels; the Bank’s ability to complete and inte-
grate acquisitions and its other growth strategies; changes in accounting
palicies and methods the Bank uses to report its financial conditicn and
the results of its operations, including uncertainties associated with critical
accounting assumptions and estimates; the effect of applying future
accounting changes; global capital markets activity; the Bank’s ability
to attract and retain key executives; reliance on third parties to provide

nou
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components of the Bank’s business infrastructure; unexpected changes
in consumer spending and saving habits; technological develcpments;
consolidation in the Canadian financial services sector; changes in tax
laws; competition, both from new entrants and established competitors;
judicial and regulatory proceedings; acts of God, such as earthquakes;
the possible impact of international conflicts and other developments,
including terrerist acts and war on terrorism; the effects of disease or
iltness on local, national or international economies; disruptions to public
infrastructure, including transportation, communication, power and
water; and the Bank’s anticipation of and success in managing the risks
implied by the foregoing. A substantial amount of the Bank’s business
involves making loans or otherwise committing resources to specific ’
companies, industries or countries. Unforeseen events affecting such
horrowers, industries or countries could have a material adverse effect
on the Banks financial results, businesses, finandial condition or liquidity.
These and other factors may cause the Bank’s actual performance to
differ materially from that conternplated by forward-looking statements.
For more information, see the discussion starting on page 53 of the
Management's Discussion & Analysis.

The Bank cautions that the foregoing list of important factors
is not exhaustive. When relying on forward-looking statements to
make decisions with respect to the Bank and its securities, investors
and others should carefulty consider the foregoing factors, other
uncertainties and potential events. The Bank does not undertake
to update any forward-fooking statements, whether written or oral,
that may be made from time to time by or on behalf of the Bank.

The “Outlook” sections that follow in this document are based on
the Bank's views and the actual outcome is uncertain. Readers should
consider the above-noted factors when reviewing these sections.

Additional information relating to the Bank, including the Bank's
Annual Infarmation Form, can be located on the SEDAR website at
www.sedar.com and on the EDGAR section of the SEC's website
at www .sec.gov.

December 19, 2006




Financial results

Scotiabank again achieved record resnlts in 2006 and exceeded
all of its financial and operational targets. Assel growth was
robust, acquisitions in Central and South America made a solid
contribution to earnings, and credit. quality remained stable,
These positive impacts were partly offset by lower interest mar-
gins, and the negative impact of foreign currency translation.

Earnings per share (diluted) were $3.55, up 13% from
$3.15 in 2005. Net income available to commmon shareholders
was a record $3,549 million, $365 million highor than last year.
This strong performance boosted return on equity Lo 22 1%, its
highest level in recent. years.

Total revenues rose 9% year over vear. Nel interest income
was up 1%, as we continued 10 see very strong organic and
acquisition-related retail loan growth, both domestically and in
the international portfolio. This growth was partly offset by the
negative effect of foreign currency translation, and a decline in
the overall net interest margin primarily due to higher funding
costs. Other income grew 6% this year, as increnses in retai] fees
attd record trading revenues were parily offset by a decrease in
credil fees and lower gains on the sale of investment. securities.

Credit quality in the Bank's loan portiolios remained stable,
and we continued to benefit from favourable conditions. Net,
impaired loans declined year over year, while the specific
provision for credit losses was basicaily unchanged from last
year. A 360 million reduction in the general allowance for
credit tosses was recorded during the yvear, compared to
$45 million in 2005,

Expenses werc up 7% from last year. Much of the increase
related to acquisitions and growth in business volumes, expen-
ditures to support revenie initiatives, and higher performance-
wd stock-based compensation. This was partly offset by the
effect of foreign currency translation. Qur productivity ratio, at
55.3%, continued to lead the indusiry, and improved slightly
year over yvear,

The overall tax rate was 19.2%, down from 20.5% lasy year,
due mainly to a greater proportion of income earned by foreign
subsidiaries it lower tax jurisdictions, and higher levels of tax-
exempt. dividend income.

Our capital position remains strong, as we continue to
generate significant capital from operations. Qur Tier !
capital ratio, at 10.2%, remains among the highesi. of the
major Canadian banks. Our tangible conunon equity ratio,

a key measure of capital streagth, was 8.3%, down from last
vear due to acquisitions and strong asset growth.

Total shareholder return

OVERVIEW

Strong shareholder returns

Solid financial performance continued to drive our strong
shareholder returns. Total return (including both dividends
and appreciation of the price of the Bank’s ¢common shares)
wias 18% in 2006. Sharcholders have had positive annual returns
from the Bank's shares for 12 consecutive years, the best
record among Canada’s major banks. Long-term returns have
also been excellent. The compound annual return on the
Bank’s shures over the past five years has averaged 21%,
amd 20M6 over the past 10 years, We remain focused on
achieving sustainable, long-term earnings growth and a high
return on equity.

We continue to oulperform
the S&P/TSX Composite Tota)
Return Index by a wide margin;
our compound annual return

Return to common
shareholders

Share price appreciation plus
dividends reinvested, 1996 = 100

has been nearly double that 500
of the index over the past, 806
10 years. 700
600

Shareholders also received 500
two quarterly dividend increases 400
during the year. Dividends per 300
share totalled $1.50, an increase 200
of 14% from 2005. o

L —
9% 98 00 02 04 06

0 Seotiabank
B SEPITSX Banks Tatal Rewn Index
L2 S&PITSX Composite Total Return Index

For the year ended Octaber 31 2006 2005 2004 2003 2002 5-yr CAGR™
Closing market orice per cammon share (5} 49.30 42.99 39.60 32.74 22.94 17.6%
Dividends paid ($ per share) 1.50 1.32 110 0.84 0.73 19.3%
Dividends paid (%} 35 33 34 3.7 3.2

Increase in share price (%) 14.7 8.6 210 427 46

Total annual shareholder return (%)% 18.4 121 247 46.8 7.8 21.2%

{1) Compound annual growth rate (CAGR)

(2) Tatal annual shareholder retum assumes reinvestment of quarterly dividends. and therefore may not equal the sum of dividend and share price returns in the table.
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OVERVIEW

Impact of foreign currency translation

The movement in foreign currency cxchange rates again had

a negative effect on the Bank’s earnings in 2006. The Canadian
dollar appreciated 7% refative to the U.S. dollar, and 5%
against the Mexican peso. The dollar also strengthened against
the Jamaican dollar and many other currencies in which the

Bank conducts its business.

Changes in the average exchange rates affected net income

as shown in the following table:

Average exchange rate 2006 2004
11.5. dollar/Canadian dollar 0.8782 0.7586 -
Mexican peso/Canadian dallar 9.5422 8.5968
impact on income ($ millions} 2006 vs. 2005 2005 vs. 2004
Net interest income 1 (202) $ {164)
Cther income (138} (123}
Non-interest expenses 136 95
{ther items {net of tax) 51 47
Net income $ (153) S {145)
Earnings per share (diluted) % {0.15) 4 014

We will continue to take appropriate action to miligate the
effect of foreign currency translation where it is cost-effectlive
1o do so. A description of our hedging strategies can be found
oh page 58.

Impact of acquisitions

The Bank made a number of acquisitions in 2005 and 2006
which conlributed to growth in Canada and in our international
operations. The impact. on sclected income statement,
categories is shown in the following table:

Impact on income ($ millions) 2006 2005

Net interest income 1) 247 s 35
Other incame 215 33
Non-interest expenses (304) (48)
Dther items [net of 1ax) {58} @_
Net income H 100 5 16
Earnings per share {diluted} < 0.10 5 0.02
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Non-GAAP measures

The Bank, like some other banks, analyzes revenues, net interest
margin and the productivity ratio on a taxable equivalent basis
(TEB). This methodology grosses up the tax-exempt income
earned on certain securities and recorded in the financial state-
ments on a GAAP basis, to an equivalent before-tax basis. The
corresponding offset is made in the provision for income taxes,
Management uses this form of reporting internally, and believes
that this basis for presentation provides a uniform comparability
of net interest incorue arising from both taxable and non-taxable
sources and facilitates a consistent basis of measurement. This
use of TEB resulis in certain measures that are different from
comparable GAAP measures, and may not be the same as
measures provided by other companies. The amount of the
laxable equivalent adjustment was $440 million in 2008,
compared to 8326 million last year.




Group Financial Performance

Total revenue

Total revenue (on a taxable equivalent basis) was $11,648 million
in 2006, an increase of $922 million or 9% from the prior vear.
Before the impact of loreign currency translation and acquisi-
tions, the Bank's revenmies grew by $868 million or 8%, reflecling
growth across all business lines. Domestic Banking had higher
revenues due 1o solid growih in asset volumes and higher
wealth manageieni revenues, There were strong resulls from
International Banking, especially in Mexico and the Caribbean.
Scotia Capital revenues were up by 10% on the strength of
record trading results and higher corporate banking revenues.
These improvements were partiatly offset by lower net gains on
the sale of investivent securities, and the negative effect of
foreign currency Lranslation, as the Canadian dollar continued
L0 appreciate against most curreneies in countries in which the
Bank operates.

Net interest income Net i .
et interest income

by currency
taxable equivalent basis
$ billions

Net interest income on a taxable
equivalent basis was $6,848 million
in 2006, up $651 million or 114 over
last year. Excluding the negalive
impact. of $202 million due 1o foreign
currency translation, net interest
income rose $853 million or 14%.
The Bank'’s net interest margin
(net interest income as a percentage
ol average assets) was 1.95% in
2006, down from 2.00% last year. J L

- AW By th N,

Canadian currency net interest, 02 03 o4 05 06
income was $:3,995 million in 2006,
an ingrease of $341 miltion or 9%
from the prior year. This was driven

O Foreign currency
D Canadian currency

by continued strong growth in personal lending and deposits,

including the impact of acqtiiring the mortgage business of

Maple Financial Group and the Canadian operations of the

National Bank of Greece. Average retail loan balances rose

11%. "Phis increase was partly offsel by a compression of the

interest, margin due (o higher funding costs, caused by a

number of factors:

* strong retail asset growth has exceeded retail deposit
growlh, with the difference funded by more expensive
wholesale deposiis;

* rising interest rates, which increased the cost of funding
longer-term assets such as fixed rate mortgages; and

* avyield curve thal hias been flat by historic standards.
These negative factors were partially offsct by an increase

in tax-exempt dividend income,

GROUP FINANCIAL PERFORMANCE

Table 1  Average balance sheet and interest margin'
2006 2005

Taxable equivalent basis®® Average Average Average  Average
For the fiscal years (§ billions) balance rate balance rate
Assets
Deposits with banks $ 210 420% § 180 3.59%
Securities 87.7 5.21 721 4.76
Loans:
Residential mortgages 81.8 5.25 ne 502
Personal and credit cards : 36.6 8.17 338 1.09
Business and government 628 6.83 57.4 5.65
Securities purchased under

resale agreements 236 4.67 23.0 355

204.8 6.19 185.8 5.41

Total earning assets 3135 5.78 2759 5.12
Customers” liability under

acceptances 9.0 - 74 -
Other assets 282 - 26.1 ~
Tatal assets $350.7 517% 5 3094 4.56%

Liabilities and shareholders’ equity

Deposits:
Persanal $ 88.4 3.00% § 813 2.75%
Business and government 126.8 N 1066 2.66
Banks 28.5 4.31 236 2.90
243.7 3.52 2115 2.72

Obligat:ons related to securities )

sold under repurchase agreements 285 4.98 26,6 4.54
Subardinated debentures 14 5.50 26 5.14
Capital instrument liabilities 0.8 1.10 0.8 7.10
Other interest-bearing liabilities 254 4.27 ni 3.60
Total interest-bearing liabilities 300.8 3.75 263.2 30
Other lizbilities including

acceptanges’ 333 - 305 -
Shareholders’ equity 16.6 - 15.7 -
Total liabilities and equity $350.7 322%  § 3094 2.56%
Interest margin 1.95% ' 2.00%

{1} Average of daily balances.
{2) Refer ta the non-GAAP measures on page 18.

Net interest income and margin'"

{5 millions,

excepl percentage amounts) 2006 2005 2004 2003
Average assets 350,700 309,400 284,000 288,500
Net interest income™ 6,848 6,197 5,975 6,246
Net interest margin 1.95% 2.00% 2.10% 2.16%

(1) Taxable equivalent basis

Foreign currency net interest income was $2,853 million this
year, $310 million above 2005, despite a $202 million negative
impact due to forcign currency transkation. Fxcluding this
impact, net interest, income rose by 5512 million or 20%. This
reflected the impact of the acquisitions in Peru this year, as
well as the full year impact of the acquisition of Banco de
Comercio in El Salvador. There was continued strong asset,
growth in International Banking, particularly in Mexico and the
Caribbean, Scotia Capital’s assets also increased due 1o loan
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growth in the United States, as well as 1he purchase of asset-
backed retail auto loans from General Motors Acceptance
Corporation (GMAC), a significant provider of consumer auto
financing in the U.S. The positive impact of this broad-based
asset growth was partially offset by a decrease in the interest
margin. High levels of liquidity and compei:ition generally have
combined to put. downward pressure on corporate banking
spreads. This was partly offset by an increase in interest recov-
eries in the U.S, and Europe. The margin in Garibbean and
Central America also fell slightly, reflecting the impact of rising
U.S. dollar interest rates in a number of jurisdictions.

Outlook

Canadian currency net interest. income is expected to continue
to increase due 1o volume growth. Interest rates are expected
to decline in the latter half of nest vear, which should provide
some margin relief. However, the yield curve is expected to
remain relatively flat and the market is expecied to remain
very competitive, IForeign currency net interest income is also
expecled to grow, reflecting the impact of acquisitions made in
2006 in Peru and Costa Rica, as well as continued growth in
local currency assels, particularly in the Caribbean and
‘Mexico.

Other income

Other income was $4.800 million in 2006, an increase of

$271 million or 6% from 2005, notwithsianding o reduction of
$138 million from foreign currency translation. Excluding this
impact, year-over-year growth was $409 million or 9%, due in
parl to acouisitions, particularly in Peru.

Credit card revenues were a record $307 million in 2006, an
increase of 22% from last year. International revenues increased
by 49% due to acquisitions in Peru and El Salvador, the purchase
of a credit card portfolio in the Dominican Republic, and strong
growth in transaction volumes in Mexico and the Caribbean.
Domestic revenues were up 9% from 2005 levels.

Revenues from deposit and payment sorvices, which represent,

revenues eamed (rom retail, commercial and corporate
customers, grew by 9% 1o $766 millien in 2006. Domestic
revenues were 5% higher than last year due both to pricing
changes and growth in the customer base. International
revenues increased by 25%, with about. half of the growth
coming [rom the acquisitions in Peru, and most of the balance
from Mexico and EI Salvador.
AMutual [und fees were a
record $241 million in 20006,
an increase of 26% from 20056,
This reflected higher average
balances and a shift. in the mix
to more profitable cquity and
balanced Tunds.
Revenues from investment
management, brokerage and trust,
services were $666 million in 2006,

Many sources of other
income

Q Deposit & payment W Securitization
services & Other
O Investment banking @ Credit fees

. . . lnvestment W Gains on sale
an increase of 11% from last. year. managemens, of investment
Retail brokerage commissions rose brokerage & trust  securilies

0O Card revenues
L butual funds

8 Trading revenues

to a record $481 million.
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Table 2 Other income

006
For the fiscal years versus
{§ millions) 2006 2005 2004 2003 2005
Card revenues $ 307 § 259 % 231§ 204 2%
Deposit and payment services 766 701 646 593 9
Mutual funds FL]| 193 m 161 25
Investrment management,
brokerage and trust 666 600 504 455 1"
Credit fees 530 542 583 684 {2)
Trading revenues 637 594 476 501 7
fnvestment banking 659 680 648 673 (k3]
Net gain on investment securities in 414 417 159 10
Securitization revenues 43 79 m 140 (46)
Other 580 475 473 445 22
Tatal other income $ 4,800 $ 452% 5 4320 54015 6%

Percentage increase (decrease)
OVer previous year 6% 5% 8% 2%

ScotiaMcLeod Tull-service revenues increased 10%, mainly
frotn higher Partnership Plus revenues, managed account fees
and mutual fund trailer fees. ScotiaMcl.eod Direct commissions
grew by 24%. due to higher customer trading volumes. As well,
retail brokerage commissions in International Banking rose
22%  mainly in Mexico. Private client investment management
fees were also higher, reflecting continued growth in assets
under management by Scotia Cassels.

Credit fees declined $12 mitlion 1o $530 million in 2006.
Excluding the negative $20 million effect. of foreign currency
translation, credit fees rose $8 million or 2% from last year.
International Banking credil. fees increased 17%, mainly because
of growth in the Caribbean and Central America and acquisitions
in Peru and El Salvador. In Global Corporate and Investment,
Banking, credil fees declined due to lower loan syndication
activity, and a competitive lending environment. This was
partially offset by higher acceptance fees in Canada.

Trading revenues were a record $637 million in 2006,
an increase of $43 million or 7% over Lhe previous record
achieved last year. This was driven by growth in fixed income
and precious metals trading. Lower foreign exchange trading
revenues in International Banking were partially offset by
record foreign exchange trading revenuces in Scotia Capital.

Investment banking revenues were 3659 million in 2006, a
decline of $21 million or 3% from last year. Underwriting fees fell
by $51 million or 13%, as a weaker new issue market was only
partially offset by higher M&A fees, including the full-year impact
of the 2005 acquisition of Waterous & Co. Institutional brokerage
fees reached record levels, increasing $11 million, and non-trading
foreign exchange revenues were $19 million above 2005, due to
growth in both Domestic and International Banking,

The net gain on the sale of investment securities was
%371 miltion in 2006, a decline of $43 million or 10% from last
vear, In 2006, the Bank recorded a $48 million pre-tax gain on
the sale of a portion of ils investment in Shinsei Bank in Japan,
compared to a gain of $118 million realized last year. There
were also lower nel gains from the sale of cmerging market
securities in International Banking. These were partly offset by
higher net gains from other equily investments and stronger
results in our merchant, capital subsidiary.




Securitization revenues of $43 million in 2006 were $36 million
below last year, largely from lower gaing on mortgage securiti-
zations, as well as the maturity of certain revolving credit card
securitizations.

Other revenues were $580 million in 2006, an increase of
$105 million from last vear. About half of this increase was due to
acquisitions in Peru. In addition, there were increased insurance
revenues, and higher revenues in Asia and Mexico.

Total trading revenues

Total trading revenies were a record $1,031 million in 2006,
up 10% from last year. Derivatives trading was 2t record of
$685 million and contributed 57% of total trading revenue,

Table 3 Trading revenue
Taxable equivalent basis
For the fiscal years (8 millions) 2006 2005 2004 2003
Reported in:
Other income § 637 § 594 § 476 5 S0
Net interest income 394 340 287 301
Total trading revenue 1,031 934 163 802
By trading products:
Securities trading 145 175 12 179
Foreign exchange and precious metals

trading 301 295 306 280
Drerivatives trading 585 464 345 343
Total trading revenue $1031 § 934 § 763 § 802
% of total revenues (net interest

income plus other income) 9% 9% 7% 8%

Outlook

Most retail revenue categories are expected to increase in 2007
reflecting continued growth in Domestic and International
Banking, plus the impact of acquisitions made this year. Capital
muarkets revenues are also expected to rise.

Non-interest expenses

Non-interest. expenses were $6,443 million in 2006, an increase
of $400 million or 7% from last year; approximately $260 million
of this increase was due to acquisitions. Excluding the impact
of these acquisitions, and the positive clfect of foreign currency
translation of $136 million, non-interest expenses were
$280 million or 5% higher than 2005 levels.

Salaries and employee benelits

were $3,768 million in 2006, up Expenses well

S controlled
9 Q0 .
$280 million or 8% from last vear. 3 millions
D ine :B . ST TR .
L.\c]u(m}‘g the impact of acquisitions 2000
and foreign currency translation, 6000

salaries increased 6%, reflecting
normal growth in employee salaries,
and an inercase in branches and staff
in Canada and Mexico. Performance-

5000
400
3000

based compensation was also higher, 2000

reflecting stronger trading revenues
in Scotia Capital and an acceleratedd
recognition of stock-based compen-
sation for retireiment-eligible exccu-
tives, as a resuil of a change In

accounting standard (see page 67),

04 05 6

* Other

D Professional & taxes

@ Communications & advertising
0 Premises & technology

D Salaries & benelits
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Table 4 Non-interest expenses and productivity
2006

For the fiscal years . versus
($ millions) 2006 2005 2004 2003 2005
Salaries $2100 %193 $5 1,933 § 2,00 7%
Performance-based compensation 936 880 817 801 6
Stock-based compensation 164 140 174 19 17
Pensions and other employee

benefits 568 505 528 440 13
Total salaries and employee benefits 3,768 3,488 3452 3361 8
Premises and technology 1.214 1,148 1,139 1,156 6
Communications 276 255 248 251 8
Advertising and business

development 232 32 no 199 -
Professional 174 186 163 11 (7
Business and capital taxes 133 147 142 144 (9
Other 646 587 508 4792 10
Total non-interest expenses $6443 § 6043 % 5862 § 5731 %
Productivity ratia (TEB)™ 55.3% 56.3%  56.9% 55.9%
{1} Taxable equivalent basis. Refer to the non-GAAP measures on page 28.
(2) includes loss of $31 on disposal of subsidiary operations.

Penstons and other employee benefits rose by $63 million,
mainly due to higher medical and dental costs and acquisitions.
Premises and technology expenses were $1,214 million in

2006, an increase of $66 million or 6% from last year. The
higher premises costs reflected acquisitions and new branches.
Technology expenses increased by $30 million or 6%, as the
resull of a variety of new projects to drive revenue growth in
Canada, Mexico and the Caribbean, as well as higher processing
costs due te increased business volumoes.

Communications expenses were $276 million, an increase
of 321 million or 8% year over year, again mainly reflecting the
impact. of acquisitions, new branches, and higher business
volumes.

Advertising and husiness development expenses of
$232 million were unchanged from last year.

Professional fees of $174 million declined by $12 million or
%, due mainly to lower legal fees, partially offset by higher
consulting and other professtonal fees related Lo acquisitions
ardd other growth initiatives.

Business and capital taxes declined by $14 millicn to
$135 million,

Other expenses were $646 million
in 2006, an increase of $59 million or
10% from last vear, largely due to the
impaet of acquisitions in Canada and
Central and South America, third- "

Industry-leading
productivity
non-interest expenses as a
% of revenue (TEB)

party commissions related to higher

7
mortgage sales and acquisition of '
new credit card customers, and %
mutual fund trailer fees. These were 82
parily offset by a recovery of Value 58
Added Tax (VAT) of $51 million in o =~

Mexico this vear.
S0 e a1

2 03 04 05 06

0 Scotiabank
B 5 other major Canadian banks

{Source: published financial data)
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Our productivity ratio — a measure of efficiency in the bank-
ing industry — was 55.3% for the year and rermained better than
our target of 58%. The ratio improved frorn 56.3% last year, as
we had positive operating leverage, with 9% revenue growth
versus T% expense growth.

Qutlook

Cost. discipline will continue to be a priority, although there will
be ongoing investinent, in revenue initiatives and acquisitions,
The target for our productivity ratio remains at. 58% or better.

Taxes

The Bank pays a large number of Direct and indirect

taxes, which include direct taxes taxes
on income by Canadian federal and % millians
provincial governments and the 1500 — I

governments of foreigh jurisdictions —
in which the Bank operates, and
several indirect taxes.

Inn 2006, the provision for income
taxes and other taxes was $1.7 billion,
up $135 million or 9% from last year. o8 T S L O
Table 30 on page 77 provides details 0 03 04 05 08

\ 0 Indirect taxes
of taxes paid. O Direct taxes™

The provision for inconie taxes was | (9)includes taxable-equivalent
$872 million in 2006, an increase of adjustment '
$25 million or 3% over last, year. This resulted from growth of
10% in pre-tax income, mitigated by an increase in the income
from foreign subsidiarics with lower tax rates, and higher 1ax-
exempt dividend income. Seotiabank Mexico had higher income
and continued to benefit from the utilization of previously unrec-
ognized tax loss carryforwards. The Bank’s overall effective tax rate
for the vear was 19.2%, down from 20.5% last year.

1000

500

Qutlook

The Bank's effective tax rate will likely increase somewhat

next vear, as Scotiabank Mexico's current unrecognized Lax loss
carryforwards are expected to be fully utilized in 2007. Overall,
the consolidated rate is expected Lo range from 20% to 23%.

Non-controlling interest

The deduction for non-controlling interest in subsidiaries was
$98 million in 2006, an increase of $27 million from 2005,
reflecting the acquisitions in Peru and higher earnings in
Mexico and the Caribbean and Central America,

Credit losses

specific provisicns as a % of
average foans & acceptances

Credit quality

Provision for credit losses

The provision for credit losses was 1.6
%216 wmillion in 2006, down from 08
$230 million last year.

06
Specific provision for credit losses

a4
The specific provision for credit losses

0z

of $276 million was basically
unchanged from 2005, and reflects e
continued strong credit. conditions 9z 03 04 05 06

throughout 2006. Domestic Banking

O Excluding charges for Argentina
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provisions were up slightly front last year, reflecting stable
credit conditions in both the retail and commercial portfolios.
Specific provisions of $60 million in the International Banking
portfolios were down $10 million from last year, as a result

of lower provisions in the commercial portfolios, which were
partially offset by higher retail provisions. Scotia Capital had a
slightiy lower nel recovery in 2006.

impaired loan
P ed loans Net impaired lean ratio

as a % of loans & acceptances,
as at October 31

Nel impaired loans, after deducting

the specific allowance for credit losses,
were $570 million at October 31, 1.2
20006, a significant decrease of $111

million from a year ago. Therc wasa | ?
substantial decline of $255 million in

Scouia Capital, partially offset by 08
increases of $62 million in Domestic o

Banking and $82 million in
International Banking.

As shown in the chart to the
right, nct impaired loans as a per-
centage of loans and acceptances were 0.24% at October 31,
2006, much lower than 0.34% a year ago.

02 03 04 05 06

Portfolic review Corporate loan portfolio

investment grade™ vs.
non-investment grade (%)

Corporate and commercial
Scotia Capital’s credit performance
remained strong on a year-over-year
basis, reflecting both the favourable
credit conditions prevailing in 20086,
and the positive impact of enhanced 50
risk and portfolio management
stralegies implemented over the past. 5
few years. (Gross impaired loans in
Scotia Capital’s U.S. portfolio fell by
$212 million or 64% to $119 million,
iross impaired loans also declined in
Europe by $104 million or 47% to
$116 million, and remained stable in
Canada at $18 million. The improvement. in gross iimpaired
loans is attributed to a lower level of new classifications and a
significant amount of loans returning to performing status.

Scotia Capital had a net recovery of specilic provisions of ‘
$63 million in 2006 compared to $71 million in 2005. Each of '
Scotia Capital's Canadian, U.S. and European regions reported - [
recoveries, with Europe reporting the most improvement, and I

100 —

B
58

02 03 04 85 06

O Non-investment grade

O investment grade

(1) Based on the Bank’s risk
rating of loan facilities

the U.S. reporting lower nel recoveries year over year.

The percentage of investinent grade equivalent loans in
the Scotia Capital portfolio continues 1o show year-over-year
improvement. This improverent has been achieved while
expanding the portfolio over each of the last three years.

The credit quality of the Domestic commercial loan portfolio
remained stable, given the growth in the portfolio. Gross
impaired loans increased by $62 mdllion to $263 million, spread
across several accounts throughout the year. Provisions
increased slightly compared to last year.

In International commercial banking, the credit quality of
the portfolio also remained stable. Gross imnpaired loans increased
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Table 5 Impaired loans by business line

2006
Allowance
for credit Gross Impaired Loans
As at October 31 ($ millions) Net losses Gross 2005 2004 2003 2002
Domestic
Retail $ 130 3 (244) § 374 $ in 267 3 292 f 287
Commercial 15 (148) 263 201 170 184 225
245 (392} 637 534 437 476 512
International*
Mexico (58) (271} 213 190 223 398 464
Caribbean and Central America 230 {145} 375 . 369 324 346 472
South America 34 {323) 357 101 114 168 388
Asia and Europe 1 {34) 35 72 137 205 248
207 (773) 980 732 798 1,117 1,572
Scota Capita) :
Canada 2 (16) 18 25 52 199 127
United States 45 (74) 119 33 707 1,084 1,688
Europe YAl {45) 116 220 212 386 113
118 (135) 253 576 965 1,669 1,928
Gross impaired loans 1,870 1.820 2,200 3,262 4,012
Allowznce for credit losses
- specific and country risk®" (1,300} {1,139 {1,321) (1,740) (1,.917)
$ 570 3 681 b 879 13 1,522 3 2,095
Allowance for credit losses -
general {1,307} {1,307) (1,330) {1,375) (1,475) (1,475)
Net impaired loans after general
allowance $ (737) 13 (649) % {496) § a7 3 620
Net impaired loans™ as a % of
loans and acceptances 0.24% 0.34% 0.49% 0.85% 1.08%
Specific allowance™ for credit losses : .
as a % of gross impaired loans 70% 63% 60% 53% 4B%
{1) Includes designated emerging market gross impaired loans and offsetting country risk allowance as follows: 2003 - $21; 2002 — $25.

(2} Met impaired toans after deducting specific altowance for credit losses.

Table 6 Specific provisions for credit losses by business line

For the fiscal years (3 millions) 2006 2005 2004 2003 2002
Domesuc
Retail $ 229 $ 225 $ 207 $ 204 § 157
Commercial 50 49 10 68 85
279 274 317 272 282
nternational .
Mexico 27 34 6 2 (56)
Caribbean and Central America 15 23 63 86 71
South America™ 14 15 (12) (33) 492
Asia and Europe . 4 (2) 13 18 16
’ 60 . 70 70 73 523
Scota Capita!
Canada {6} (12) (15) 124 37
United States (41) (93) 54 270 1,133
Europe (16) 34 67 155 79
(63) (71) 106 549 1,247
Other - 2 {3 (1) (23)
Total $ - 278 3 275 13 490 5 893 3 2,029

(1} Incudes reversals of $64 in 2003 and charge of $454 in 2002 of specific provisions with respect 1o Argentina, including ¢ross-bosder exposure.

‘Table 7 Provisions for ¢credit losses as a percentage of average loans and acceptances

For the fiscal years (%) 2006 2005 2004 2003 2002
Domestic
Retail 0.20% 0.22% 0.23% 0.26% 0.28%
Commercial 0.22 ., 023 0.53 0.32 0.41
0.20 0.22 0.28 0.27 0.30
International™ 0.15 0.23 0.23 0.23 1.41
Scotia Capital® {0.2%) 0.31) 0.42 1.60 3.04
Weighted subtotal - specific provisions 0.13 0.14 0.27 0.48 1.05
General provision {0.03) (0.02) (0.05} - -
Weighted tota! 0.10% 0.12% 0.22% 0.48% 1.05%

{1} Includes reversals of $64 in 2003 and charges of $454 in 2002 relating to Argentina, including cross-border exposure,
(2) Corporate banking only.
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by $156 mullion, due primarily to the acquisitions of Banco Wiese
Sudameris and Banco Sudamericano in Peru and Corporacion
Interfin in Costa Rica during the year. In 2006, there were
lower provisions in the commercial portfolios in Mexico and

the Caribbean.
Domestic retail Low delinquency in
Canadian retait portfolio
delinquent loans as a

% of total loans

The overall credit quality of the con-
sumer porifolio in Canada continues
to be excellent. Despite an increase 2.0
of $63 million in gross impaired loans

in the retail portfolio to $374 million, 15 /\,_/g\
retail delinquency rates remained

basically unchanged from last year at Lo
1.36%. Portfolio quality continues to
henefit from high levels of security,
with 90% of retail loans being
secured by an underlying asset such 4 G2 o Q7 o
as 4 house or car. This high level of s omomw
secnrity reficcts the growth in Scotia Total Equity Plan lend-
ing, where all products, even lines of credit and credit cards,
are secured. Currently, 649 of the Scaotialine line of credit ancl

05

ScotiaLine VISA* portfolios are secured.

The provision for credit losses in the Domestic retail portfo-
lio was $229 million, up $4 wmillion or 2% from last. year. This
small increase was well below the rate of lean growth, which
exceeded 10%. The provision for credit losses as a percentage
of average loans improved by 2 basis points year over year (o
0.20%, and continues to be among the lowest of the Canadian banks.

* VISA IntiLic. User The Bank of Nova Scotia

International retail

Credit quality is at acceptable levels within the risk tolerances
that have been set for our International retail portfolio. Total
reportable delinguency declined 45 basts points to 4.41%.
Gross impaired loans increased by $92 million, largely as a
result of the acquisitions discussed above as well as organic
growth. Provisions for credil losses have incrensed year over
vear, largely as a result of significant. loan growth,

Risk diversification

The Bank's exposures to various countries and types of borrawers
are diversified, as shown in the following charts and in

Tables 14 and 19 on pages 68 and 70. Table 14 shows loans

well diversified in Canada,
and internationally...

loans & acceplances, excl. reverse
repos, September 2006

...and in household and
business lending

loans & acceptances, excl. reverse
repos, September 2006

0 Canada 8 Mexico 0 Residential = Personal
M United States & Europa M Business O Financial &
a Caribbean Qther government

.7 Latin America
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and acceptances hy geography. Ontario represents the largest
Canadian exposure at 4% of the total. Outside of Canada, the
United States has the largest, concentration with 7% of the total.

Table 19 shows loans and acceptances by type of borrower.
Excluding loans to houscholds, the largest concentrations were
in: financial services (6.4%Y; wholesale and retail (5.0%); and
real estate and construction (3.4%).

The Bank actively monitors industry concentrations. The
North American automotive industry is a sector that. the Bank
continues to carefully monitor, due to a number of challenges
in both the manufacturer and supplier segments. The forestry
indusiry also continues to exhibit signs of stress. The Bank
does not have significant concerns with the level of its
exposure Lo either of these two industries, due to proactive
decisions taken to mitigale risk exposires. As in the case of all
industry concentrations, the Bank continues to closely follow
developing trends and take additional steps to mitigate risk as
warranted, '

Risk mitigation

Ta mitigate exposures in its performing corporate portlolios,
the Bank uses loan sales and credit derivatives. In 2006, loan
sales lotaled $330 million, compared to $655 million in 2005.
The auto industry had the largest, volume of loan sales in 2006.

Al October 31, 2006, credit derivatives used to mitigate
exposures in the portfolios 1otalled $1,420 million (notional
amount), compared to $444 million at October 31, 2005, This
increase is indicative of the Bank's active portfolio mianage-
men, program. The industries with significant protection
purchased include the media and oil and gas scetors.

Excluding mark-to-market. adjustments, the current annual-
izcd cost of the eredit derivatives outstanding at October 31,
2006 used 1o mitigate exposures in the loan portiolios is
47.2 million.

General allowance

The general allowance for credit losses was $1,307 million at
October 31, 2006, a net reduction of $23 million from a year
ago, and represents 0.66% of risk-weighted assets. The Bank
considers the iimpact of a number of factors, including macro-
economic factors, in determining the level of general allowance
for credit losses. Cerlain of these macroeconomic factors
improved or stabilized towards the end of the year. As a result
of such favourable trends, as well as a continuation of
favourable credit conditions, the general allowance was
reduced by $60 million, resulting in a reduction in the provi-
sion for credit Josses in the Consolidated Statement of Income.
This was partially offset by an increase of $37 million arising
from the acquisitions in Peru,

Qutlook

The credit environment. has been favourable over the past
{ow years, resulting in low levels of new provisioning and high
recoveries. 1t is unlikely that this environment will continue to
prevail. We expect credit losses to rise sorvewhat, in 2007 as
recoveries diminish. In addition, growth in the Bank’s credit
portfolios, both organic and through acquisitions, will
contribute to higher specific provisions.




Fourth quarter results

Net income available to common shareholders was $890 million
in the fourth quarter, an increase of $87 million or 11% from
the same quarter last year, despite a negative impact of

$27 million from foreign currency translation. Excluding this
impact, net, income available Lo common sharcholders rose by
$114 million or 14% over last year. The year-over-year increase
reflected the impact of several acquisilions as well as wide-
spread growth in retail volumes and other income in both
Domestic and International Banking and higher trading
revenues. These were partly offset by margin compression

and lower net gains on the sale of investment securities.

Net incotne available to corunon shareholders was $38 million
below last quarter’s record level. The decrease primarily
reflected: higher expenses, due mainly to the VAT recovery in
Mexico last guarter; lower net interest income, due primarily
1o the negative impact of the change in mark-to-market value
of non-qualifying derivatives; and lower net investmaent. gains.
fartially offsetting these faclors were lower credit losses, due
to a $60 million (pre-1ax) reduction in the general allowance
for credit losses, and higher trading revenuces.

Total revenue (on a taxable equivalent basis) was $2,999
million ins the fourth quarter, an increase of $264 million or
10% over the same quarter last. year, notwithstanding a nega-
tive foreign currency translation impact of $71 million or 3%.

Net interest income (on a taxable equivalent basis) was
$1,783 million in the fourth guarter, an increase of $202 miilion
or 13% over the same quarter last ycar, but $33 million below
the third quarter.

The Bank’'s net interest margin was 1.89% in the fourth
quarter, a decrease of eight basis points from last year, and
nine basis points below last. quarter. This largely reflects the
negative impact of a $40 million change in the mark-to-market.
value of non-qualifying derivatives used for asset-liahility
management in the fourth quarter of this year.

Other income was $1,216 millon in the fourth quarter, an
increase of $62 million or 5% from the same quarter lasl year,
due largely to the impact of various acquisitions, especially
Peru, and widespread growth from retail products and services.
This was partially offset by lower gains on the sale of invest-
ment securities and a negative $24 million impact from foreign
currency translation.

Quarter over quanrter, other income rose by $43 million,
cue mainly 1o higher trading, securitization, and investment
management. and tist revenues. Partially offsetting were
lower net gains on the sale of investient securities, and a
decline in credit fecs.

The provision lor credit losses was $32 million in the fourth
guarter, compared to $36 million last. vear and $74 million in
the previous quarter. This quarter's provision was composed of
$92 million in specific provisions and a reduction of $60 million
in the general allowance for credil losses.

GROUP FINANCIAL PERFCRMANCE

The spocifte provision for credit losses of $92 million in the
fourth quarter was up frem the $81 million in Lthe fourth quarter
of last year and the $74 million in the previous guarter.

Scotia Capital had a net. provision of $26 million in the fourth
quarter compared 10 net recoveries of 37 million in the fourth
quarter of last vear and net recoveries of $19 million in the
previous quarter. In Domestic Banking, overall credit quality
remained strong, with specific provisions of $568 million, down
from $69 million in hoth the same period last year and the prior - |
quarler. Specific provisions in International Banking of $8 million
in the fourth quarter were down from $24 million in the previous
quarter, and $16 million in the fourth quarter last year. The
decrease from last quarter was due Lo lower provisions in the
Caribbean. !

-Non-interest expenses were 51,708 million in the fourth
quarter, an increase of $129 million or 8% over the same quarter
last. year, mainly due 1o acquisitions, partially offset by a positive
itpact of $34 million from foreign currency translation,
Excluding these factors, expenscs rose by 5%.

Quarter over quarter, non-interest expenses rose $100 million,
mainly due 1o the $51 million VAT recovery in Mexico tast quarter,
as well as higher remwuneration, technology and advertising
expenses.

The Bank’'s effective tax rate was 18.(86 in the fourth
quarter, a 240 basis point decrease from the satme quarter last
vear and 220 basis points below the previous quarter. These

declines were mainly due to higher income from tax-exempt
securities and higher levels of earnings from foreign sub-
sidiaries with lower tax rates,

The deduction for non-controlling interest in subsidiaries
was $28 million for the quarter, up $8 miliion from the same
period last year, and $1 million from last quarter, due to higher
levels of carnings in majority-owned subsidiaries.

Summary of quarterly results

The Bank's results in each quarter this yvear were higher than
those in the same quarters of 2005, Revenues were higher in
each of the quarters of 2006. Positive factors were conlinued
solid retail asset growth in Canada, strong local currency asset
growth in lmernational Banking, particularly Mexico, as well as
broad-based growlh in other income, parlly from acquisitions.
On the negative side, earnings over the past cight quarters
were affected by continued appreciation of the Canadian
dollar, margin compression and higher expenses due Lo
acquisitions and spending on initiatives to drive future revenue
growth. An cight-quarter trend in net, income and other selected
informaltion is provided on page 79.
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Group Financial Condition

Balance sheet

Assets

The Bank’s total assets at. October 31, 2006, were $379 hillion,
up $65 billion or 21% from last year, or $71 billion excluding
the impact of foreign currency translation, This was primarily
from growth in retail and commercial loans, as well as securities.

Securities

Securities increased by $22 billion from last year. Investment,
securities were up $10 billion, due primarily to the purchase of
1.5, retail automative assect-backed securilies. Trading securities
were $12 billion higher than last year, maindy in Scotia Capital,
to support customer-criven activity and trading operations.

As at October 31, 2006, the surplus of the market value
over book value of the Bank’s investment securities was
$1,001 million, down $34 million from last year. A breakdown
of the surplus is shown in Table 32 on page 77.

Loans

The Bauk's loan portfolio grew $38 billion or 19%. Domestic
residential mortgages led this growth
with a $16 billion increase, hefore loans & acceptances,
securilization of $4 billion, reflecting $ billions

a strong domestic economy, and the %0

contintied focus by the Bank on its
sales and service program. The
Bank’s expanded broker channel
contributed $5& billion to the residen-
tial mortgage growth during the vear,
mainly through the acquisition of the
mortgage business of the Maple
Financial Group. Mortgage balances
also rose in lnternational Banking

Loan portfolio

200
150
100

50

04 05 06

© Securities purchased under

Table 8 Condensed Balance Sheet

due to acquisitions in Central and
South America, and strong organic
growth. Personal loans increased

resale agreements
O Business and gavernments
B Other personal loans
O Residential martgages

$4 billion from last year, with $1 billion

due to the Scotialine product. Residential mortgages and retail
loans now make up 56% of total loans, compared to 42% five
years ago.

Business and government loans rose $14 billion from last
vear. Loans in Scotia Capital were up $7 billion, mainly in
corporate lending. This included the purchase of a $1 hillion
precious metal loans portfolio by ScotiaMocatta, further
strengthening its position as a global leader in bullion sales and
trading. In International Banking, business and government
loans increased in most locations, with Latin America up
52 billion, mainly from acquisitions in Peru and Costa Rica.
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As at October 31 (§ billions} ~ 2006 2005 2004 2003 2002
Assets

Cash resources $ 234 § 205 § 171§ 206 % 203
Securities 95.5 735 58.8 63.2 56.2
Loans 2285 191.0 1718 1717 1857
Other 316 29.0 ns 304 342
Total assets $ 3790 § 3140 $ 2792 5 2859 § 2964
Liabilities and sharcholders' equity

Deposits $2639 §$ 2174 §1952 3 1927 § 1956
Ohligations related to securities

sold under repurchase agreements 335 26.0 19.4 28.7 3.9
Other liabilities 61.0 51.1 447 452 430
Subordinated debentures 23 26 26 2.7 39
Capital instrument liabilities 08 D8 23 2.5 12

Total liabilities"* $ 3615 $2979 § 2642 $ 2118 $ 2816
Shareholders” equity $ 175 § 161 § 150 § 141 % 138
Total liabilities and shareholders’

equity $ 3790 3 3140 § 2792 § 2859 § 2964
Liabilities

Total liabilitics were $361 billion as at October 31, 2008, an
increase of $64 billion or 21% [rom last year, or $649 billion
excluding the impact of foreign currency translation.

Deposits

Personal deposits increased by
$9 billion, led by $4 billion growth
in domestic personal GICs, and
43 billion from acquisitions made 200
in 2006. Business and government
deposits were up $32 billion,
primarily to fund the Bank’s 100
strong assct growth in 2006.

Deposits
$ billions

250

150

Obligations related to repurchase
agreements

Obligations related to repurchase 0 Banks
B Business and governments
agreements are another source of 0 Personal

wholesale funding and increased
$7 billion in 2006.

Shareholders’ equity

Total shareholders’ equity rose $1.5 billion in 2006. The increase
was primarily from a high level of intermally generated capital of
$2.1 billion, partially offset by the cost of share repurchases and
the net unrealized foreign curreney translation fosses arising
from the stronger Canadian dollar.

Outlook

Far 2007, we are expecting a more modest increase in retail
assets in Canada, in line with slower economic growth, and
continited growth in our commercial and corporate portfolios.
Outside Canada, growth in local currency assets in most interna-
tional operations is expected to continue, although asset growth
levels may moderate with slower global economic growth.




Capital management

Scotiabank maintains a strong capital base to support the risks
associated with its diversified businesses. The Bank's capital
ratios remain among the highest-of its Canadian peer group.
This strength contributes to safety for the Ban'k's customers,
fosters investor confidence and supports high credit ratings.

In addition, the Bank’s practice is to remain well capitalized in
order to lake advantage of growth opportunities as they arise.
Strong capital also provides for the polential to enhance share-
holder returns through increased dividends or share repurchases.

Capital adequacy for Canadian hanks is governed by the
requirements of the Office of the Superintendent of Financial
Institutions (OSFI). These requirements are consistent. with
the international standards set by the Bank for International
Settlemertts (BIS). Bank regulatory capital consists of two
components — Tier 1 capital and Tier 2 capital — both of which
are described below. Both components of capital provide
support. for banking operations and protect depositors. Tier 1
capital, which is more permanens, is of particular importance
Lo regulators, financial markets and investors.

In managing the Bank's ¢apital base, close altention is paid to
the cost and availability of the various types of capital, desired
leverage, changes in the balance sheet. and risk-weighled assets,
and the opportunities Lo profitably deploy capital. The amount
of capital required for the business risks being assumed, and to
meet regulatory requirements, is always balanced against the
goal of generating an appropriate return for our shareholders.
The capital plan is included in the capital management policy,
which is approvéd by the Board of Directors.

Tier 1 capital

Tier 1 capital consists primarily of comumon sharcholders’ equity,
non-cumulative preferred shares and innovative structures
such as trust securitics. Tier 1 capital rose to $20.1 billion,

an increase of $2.0 billion over last vear:

* Retained earnings grew by $1.7 billion, net of the cost of
the repurchase of common shares of $324 million.

*  The Bank issucd $750 million of Scotiabank Trust
Sccurities, Series 2006-1, through Scotiabank Capital Trust.

e Partially offsetting the above were: a net increase of

$360 million in cunmulative unrealized foreign currency

translation losses, duc to the strengthening of the Canadian

dollar; and an increase of $375 million in goodwill associated

with the Bank's acquisitions in 2006.

Over the past five years, the Bank has created $8.2 billion of
internally generated capital, despite raising dividends by 138%
during this period. This level of internal capital gencration has
consistently been among the highest. of the Canadian banks.

GROUP FINANCIAL CONDITION

Table @ Regulatory capital

As at October 31 (5 millions) 2006 2005 2004 2003 2002
Tier 1 capital
Commen shareholders’ equity $16,947 $15482 § 14685 § 13814 $ 13502
Innovative capital instruments™ 3,000 2,250 2,250 2,500 2225
Non-cumulative preferred shares 600 600 300 300 300
Non-contralling interest in
subs'diaries . 435 306 280 326 662
Less: Goodwill (873} {498} (261) (270 (299)
20,109 18140 17254 16670 16,390
Tier Z cepital
Subordinated debentures
{net of amortization) 2,046 2420 2493 2,595 3372
Eligible amount of general
allawance® 1,307 1330 1.317 1,352 1,448
3,353 3,750 3,810 3,947 4,820
Less: investments in assodated
corporations and other items {476} (358) (200) (209) {2500
Total capital $22,986 §21532 § 20864 % 20408 $ 20.960
Total risk-weighted assets
{5 billions) $ 1970 5 1628 § 1505 5 1545 § 1654
Capital ratios
Tier 1 capital ratio 10.2% 11.1% N5% 108% 9.9%
Total capital ratio 11.7% 13.2% 139% 13.2% 127%
Assets to capital multiple 171 15.1 13.8. 144 14.5

1) Includes $2.75 hillion of Scotiabank Trust Securities {Scotia BaTs), and prelerred shares issued by
Scotia Mortgage Investment Corporation.

{2) Under OSFI guideli
0.875% of risk-weighted assets.

the general all

Table 10 Changes in regulatory capital

For the fistal years (§ millions)

2006 2005 2004

2003

e was included in Tier 2 capital up 10 a maximum of

2002

Total <apital, beginning of year
Internally generated capital
Net income
Preterred and common share
dividends

Extemal financing

Debentures (et of amortization)

Preferred shares

Innovative capital instruments™

Cammon shares and
contributed surplus

Purchase of shares and
premium on redemption

(tther
Net unrealized foreign exchange
translation gains (losses}
Non-controlling interest in
subsidiaries
Other?

Total capital generated {used}
Total capital, end of year

$21,532 § 20864 § 20408

$ 20960 § 21,340

3,579 3200 2908 2422 1,708
(1,513) (1342 (1126) (865  (748)
2066 1867 1782, 1557 960
(374) 73 {102) 77 (1,561,
- 300 - - -
750 - (250) 275 250
108 88 88 139 82
324) {973 (2900 @01 {154)
160 {658} (554}  (564) (1,383)
(360) (178 (709) {1,176) (137
129 2% M6 (336} 76
(541) (389 (7 (33} 104
(772) 4 (1) {1,545 43
1,454 668 456 (552)  (380)

$22,986 § 21532 § 20864 § 20408 § 20,960

{1) Includes 52.75 billion of Scotiabank Trust Securities {Scoba BaT$), and preferred shares issued by
Scotia Mortgage Investment Corporation.
{2) Fepresents changes to eligible general allowance, reguiatory capital deductions for goodwill, invest-
ments in associated corporations and securitization-related amounts, and other charges {credits) to

retained earnings.
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Tier 1 capital
% October 31, 2006

Scotiabank’s tangible
common equity
% October 31
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Tier 2 capital

Tier 2 capital consists mainly of subordinated debentures and
the eligible portion of the Lotal general allowance [or credit
losses. Tier 2 capital decreased by $397 million in 2006,

due primarily to the redemption of a $300 million debenture
due February 2011,

Regulatory capital ratios

Capital ratios are used 10 monitor the capital adequacy and the
financial strength of banks. The two primary regulatory capital
ratios, Tier 1 and Total, are determined hy dividing those capital
components by risk-weighted assets.

In 2006, both of the Bank's regulatory capital ratios
remained strong. The Tier 1 and the Total capital ralios as
al, year end were 10.2% and 11.7%, respectively, 90 and 150
basis points below last year. The declines were due primarily to
higher risk-weighted assets, driven by strong growth in loans
and mortgages, including the impact of acquisitions made
during the year. These ratios continued to exceed OSFI's
{ormal target levels of 7% and 10%. Scoliabank’s high capital

ratios are the result of prudent capital managetnent, and
consistent earnings growth driven by a disciplined expansion
of risk-weighted assets.

In addition te the regulatory capital ratios, banks are also
subject 1o a maxitmum leverage test, the assets-lo-capital
multiple (ACM). The ACM is calculated by dividing a bank’s
total assets, including specified ofi-balance sheet items, by its
total capital. Under this test, total assets should not. be greater
Lhan 20 times capital. As at October 31, 2006, the Bank's ACM
was 17,1 times, an increase from 15,1 times last year, mainly
reflecting the 21% growth in assets.

Tangible common equity ratio
The lovel of tangible comimon equity (TCE) is generally
considered Lo be one of the most important measures of a
bank’s capital strength, and is often used by rating agencics
and investors in their assessment of the quality of a bank’s
capital position. Tangible comimon equity is calculated by
deducting unamortized goodwill and intangibles from
common sharehelders’ cquity.

The TCE ratio is calculated by dividing tangible common
equity by risk-weighted assets. At year end, the Bank's TCE
ratio was 8.3%, 100 basis points lower than the 2005 level,
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due o acquisitions and organic asset growth. Scotiabank’s
TCE ratio continued Lo be strong relative to the other major
Canadian banks.

Capital allocation

Besides the regulatory capital framework, the Bank also uses an
cconomic capital framework 1o allocate capital to the business
lines. This allows us 1o appropriately compare and measure the
returns from the business lines, based upon their inhercnt risk.
The economic ¢apital allocation methodology separates risks
into three major components — credit risk, market risk and
operattonal risk — and calculates the capital required for cach.

The capital allocation models for credit risk use the Bank’s
internal credit risk ratings for business loans, and credit
bureau scoring for retail loans. In addition, the models take
into account differences in term to maturity, probabilities of
default, expected severity of loss in the event, of default, and
the diversification benefits of certain portfolios.

Capital related to market, risk is based on the internal VAR
models used in the trading book, and on stress tests of the
Bank’s interest rate gap structure, foreign exchange structural
exposures, and equity investment, portiolios.

Operational rigk capital is allocuted based on an assessment
of both business and event risk in each business line. Economic
capital is much more risk sensitive than Lhe cxisting regulatory
capital measures.

The proposed Basel 1l capital framework will introduce
more risk sensitivity into the regulatory capital calculations, in
certain instances using risk parameters siruilar {o those used
in the Bank's current econoinic capital methocology.

Capital deployment

The Bank deploys capital o support sustainable, long-term
revenue and net, income growth. This business growth can be
organic, by attraciing new customers, increasing cross-sell to
existing customers, adding new produets and enhancing sales
productivity, or it. can come from the acquisition of businesses
or portfolios,

All tnajor organic growth initiatives and acquisitions are
subject to a rigorous analysis, Lo test business casec assuiptions
and evaluate expected benefits. Key criteria include return on
investod capital, expected payback period and internal rate of
return based on discounted cash flows. Any potential acquisi-
tions, investments or strategic initiatives that require a major
allocation of the Bank's capital are reviewed and approved by
the Bank’s Strategic Transaction Investiment Committee.

As noted earlier, the Bank expects much of its future
growth to come from outside Canada, and we are focusing
our acquisition efforts in the Americas, in both traclitional retail
and conunercial banking and in complementary businesses such
as wealth management and insurance. In Asia, we will continue
Lo explore opportunities in retail and commercial banking,
particularly in China, India, Thailand and Malaysia.

In Canada, we will pursue acquisitions to bolster our wealth
management business and to increase market share in selected
product areas.




Dividends

Our record of strong earnings
growlh and our capital position
allowed us to increase our quarterly | sy
clividend twice in 2006. On a year-
over-year basis, dividends rose by
149 to $1.60 per share, ancd have
risen at a compound annual rate of 0.75
16.3% over the past 10 years. The 050
dividend payvout ratio for 20006 was
42%, up fromn 41% last year, and
within the Bank's target payout
range of 35% to 45%.

Dividend growth
dollars per share

175 16.3% CAGR'

100

025
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Share buyback program

I January 2006, the Bank renewed its normal course issuer bid
on the Toronto Stock Exchange to buy back up to 50 million
coinmon shares at prevailing market prices. In fiscal 2006,
7.6 million common shares were repurchased at an average
price of $45.71 per share, During 2005, 26.1 million shares
were purchased at an average price of $40.51 per share. The
normal course issuer bid is expected to be rencwed upon its
expiry on January 5, 2007, although the maximum share
purchase level will likely be reduced.

Share data

Details of the Bank's common and preferred share data, as
well as trust securities, are shown in the table below. Furthor
details, including convertability features, are shown in notes
13 and 14 of the consolidated financial statements.

Basel !l implementation

InJune 2004, the Basel Committee on Banking Supervision
released ifs report entitled “Titernational Convergence of
Capital Measurement and Capital Stanclards: A Revised
Framework” (Basel 11). The revised Basel 11 framework is to be
implemented for the Canadian banks cifective November 1,
2007, following a five-quarler parallel reporting period. The
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new framework is designed to more closely align regulatory
capital requirements with underlying risks by introducing
substantive changes in the treatment of credit risk. An
explicit new capital charge for operational risk is also being
iniroduced, as well as specific governance and oversight
requirements, couplad with increased supervisory review of
capital adequacy and additional related public disciosures.

As a result of this more risk-based capital attribution approach,
potential capital reductions or increases are possible; however,
it is too early to predict the full impact at. this stuge, Any
potential recuctions in fiscal years 2008 and 2009 will be
limited by regulatory capital “Hoors™ of 90% and 80%, respec-
tively, of the current capital adequacy requirements.

Scotiabank has developed a comprehensive implementation
prograru aimed at being in a position to meet regulatory
requirements. We commenced o “parallel run” reporting to
OSFT for the quarter ended October 31, 2006. All Basel 11
implementation and development work is under the gover-
nance of the Bank's internal Basel Il Sieering Comumitiee and
the program control of our Basel Program Office. We remain
committed to completing the necessary tasks 1o position us
for implemeniation of the framework.

The implementation date in Europe for similar advanced
approaches is January 1, 2008, with U.5. implemenlation
currently targeting 2009, and other jurisdictions in which the
B3ank operates anticipating implementation as far out as 2012,
The difference in implementation dates in various countrics
introduces a degree of additional complexity and uncertainty for
major institutions such as Scotiabank that operate in different

Jurisdictions around the world. This is currently not expected

to significantly affect our impleimentation efforts,

QCutlook

Scotiabank expects to maintain strong capital ratios in 2007.
Dividends arc expected to continue to increase in line with
carnings growth. The payout ratio is likely to be at the
higher end of the current target range of 35% 1o 45%,

Share Data

As at Octeber 31 {thousands of shares)

Class A preferred shares issued by Scotia Mortgage Investment Corporation o 250"
Series 2000-1 trust securities issued by BNS Capital Trust 500"
Series 2002-1 trust securities issued by Scotiabank Capital Trust 7507
Series 2003-1 trust securities issued by Scotiabank Capital Trust 7502
Series 2006-1 trust securities issued by Scotiabank Capital Trust 750>
Preferred shares Series 12 12,0003
Preferred shares Series 13 12,000%
Common shares outstanding 989,512°
Outstanding options granted under the Stock Option Plans to purchase commen shares : 31,839

{1) Reported i capital instrument liabilities in the Consolidated Balance Sheet

{2) Reported 1n business and government deposits in the Consohdated Balance Sheet,

(3) These shares are entitled to non-cumulauve preferential cash dividends payable quarterly in an amount of $0.328125 per share
(4) These shares are entitled 1o non-cumutative preferential cash dividends payable quarterly in thz amount of $0.30 per share.
(5) As at December 8, 2006, the number of cutstanding common shares and opticns were 990,933 and 30,267, respectvely. The number of other secunities disclosed in this

table were unchanged.

(6} Included are 15,892 stock options with tandem stack appreciation right (SAR) features
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Off-balance sheet arrangements

In the ordinary course of business, the Bank enters into
contraciual arrangements that, while not required to be included
in the Consotlidated Balance Sheet, could have a current or
fulure effect. on the Bank’s results of operations or financial
condition. These arrangements fall into three categorics:
variable interest. entitics {VIEs), securitizations, and guarantees
and loan commmitmenis.

Variable interest entities

Off-balance sheet arrangements with VIEs fall into two ain

categories:

» VIEs that are used to provide a wide range of scrvices to
cusiomers. These include VIEs established to assist clients
in sceuritizing their financial assets (through asset-backed
comumercial paper conduits) and thereby {acilitating cost-
efficient financing, and to provide investment opportunities.
In addition, the Bank creates, adininisters and manages
personal and corporate trusts on behalf of its customers.
The Bank also sponsors and actively manages mutual funds.

+ VIEs that are used to provide alternative sources of funding
to the Bank and manage its capital position. The Bank
securitizes its own assets, primarily residential mortgages.
It also issues innovative Tier 1 capital instruments, such as
Scoliabank Trust Sceurities, described in Note 13 (o the
consolidated {inancial statements.

VIEs are subject to review and approval processes Lo ensure.
1

that all relevant risks, as weli as accounting, related party,
reputational, and ownership issuces, are properly identified and
addressed. For many of the VIEs that are used to provide
services to customers, the Bank does not guarantee the
performance of these assets, and does not absorb any related
losses. For other VIEs, such as securitization and investinent,
vehicles, the Bank may be exposed to credit, market, liquidity
or operationat risks. The Bank carns fees based on the nature
of its association with & VIE.

As al October 31, 2006, total consolidated assets related to
VIEs were $14 billion, compared to $6 billion at end of 2005. The
majority of this increase related to new funding arrangeinents.
The amounts owed by or to these VIEs were not significant. The
Bank earned fees of $16 million and $13 million in 2006 and
2005, respectively, from certain VIEs in which it has a sighificant
variable interest but did not consolidate. More information
with respect 10 the Bank’s involvement with VIEs, including
details of maximum loss exposure by VIE category, is provided
in Note 6 to the consolidated financial stalements on pages
103 1o 104,

Securitizations

The Bank securitizes a portion of its residential mortgages ahd
personal loans by transferring the assets to trusts. Residential
mortgage securitizations are done primarily through the Bank’s
participation in the Canada Mortgage Bond (CMB) program.

If certain criteria are met, these transfers are treated as sales,
and the transferred assets are removed from the Consolidated
Balance Sheel (tlis is discussed further in Note t to the
consolictated Minancial statements on pages 95 1o 99). These
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securitizations enable the Bank to access alternative funding
sources, manage Lquidity and other risks, and meet capital
requirements. The Bank does not. provide liquidity facilities
with respect te the CMB program. As such, the Bank is not
exposed Lo significant liquidity risks in connection with these
off-balance sheet arrangements.

Securitizations are a cost-effective way to fund the Bank's
mortgage growth. The outstanding balance of off-balance sheel
securitized mortgages was $11,913 million as at October 31,
2006, compared to 57,801 million fast year and $7,523 million
two vears ago. The growth in 2006 arose primarily from including
amounts related to morigages securitized by Maple Financial
Group (Maple) prior to the Bank purchasing Maple in April
2006. The amount, of oll-balance sheet. securitized personal
Joans was $170 million as at October 31, 2008, compared to
$809 million last year and $1,319 million Lwo years ago. The
continued decline in the balance is due to ongoing maturities
of prior years’ securitizations.

Subsequent to the transfer of assets, the Bank may retain
interests in securitics issued by the trusts, has agreements to
make payments to the trusts under certain limited circumstances,
maintains relationships with the underlying customers, and
provides administrative services 1o the trusts. Additional
information on the commitments to the trusts is disclosed in
Note 21 10 the consofidated financial statements on pages 117
to 118,

The Bank recorded securitization revenues of $4:3 million
in 2006, compared (o $79 million in 2005 and $111 million in
2004. Thig decrease was due in part to the decline in securi-
tized personal loan balances. Additional information on the
amount of securitizations and associated cash lows, servicing
fees and retained interests is provided in Note 4(b) Lo the
consolidated financial statements on page 102.

Guarantees and loan commitments

Guarantees and loan commitments are fee-based products
that the Bank provides to its customers. Details regarding the
nature of these products are as follows:

* Standby letters of credit and letters of guarantee — As at.
October 31, 2006, these amounted to $18.5 billion, compared
to $15.8 billion 1ast year. Thesc are issucd at the request
of a Bank customer to secure the cuistomer's payment or
performance obligations 1o a third party. The Bank provides
partial credit enhancements, in the form of financial standby
letters of credit, to commercial paper conduils. As at
October 31, 2006, these credit enhancements, which are
included within standby letters of credit and letiers of
guarantee, amounted to $43 million, compared to
$27 million last year.

* Liquidity facilities - These generally provide an alternate
source of funding to asset-backed commercial paper conduits
in the event that a general market disruption prevents the
conduits from issuing conunercial paper or, in some cases,
when certain specified conditions or performance measures
are nol met. As at Oclober 31, 2006, these facilities
amounted to $10.1 billien, an increase of $2.4 billion from a
year ago.




¢ [ndemnification contracts — In the ordinary course of business,
the Bank enters into many contracts which contain indemni-
fication provisions, where the Bank may indenwmify contract
counterparties for certain aspects of the Bank's past conduct
if other parties fail 10 perform, or if certain cvents oceur.

The Bank cannot estimate, in all cases, the maximuin

potential future amount that may be payable, nor the

antount. of collateral or assets available under recourse
provisions that would mitigate any such paymenis.

Historically, the Bank has not made any significant

payments under these indemnitics.
¢ Loan commitments — The Bank has commitments to extend

credit, subject to specific conditions, which represent.
undertakings to make credit available in the form of loans
or other financings for specific amounts and maturities.

As at Qctober 31, 2006, these commitments amounted to

$106 billion, compared to $100 billion a year carlier. The

majority of these commitments are short-term in nature,
with original maturities of less than one year,

These guarantees and lean commitments may expose the
Bank to credit or liquidity risks and are subjecl to the Bank's
stindard review and approval processes, For the guarantee
products, the above dollar amounts represent the maximum
risk of loss in the event of a total default by the guaranteed
parties and are stated before any reduction for recoveries
undler recourse provisions, insurance policies or collateral
held or pledged.

Fees from the Bank’s guarantees and loan commitment
arrangements, recorded in credit fees in the Consolidated
Statement, of Income, were $216 million in 2006, compared to
$227 million in the prior year, Detailed information on guarantees
and loan comimitments is disclosed in Note 21 to the consolidated
financial statements on pages 117 and 118,

Financial instruments

The Bank's primary business activities result in a balance sheet
that consists primarily of financial instruments. Assets that are
financial instruments include cash resources, securities, loans
and customers’ liability under acceptances. Financial instrument
liabilities include deposits, acceptances, obligations related to
securities sold under repurchase agreements, ebligations related
10 sceurities sold short, subordinated debentures and capital
instrument. liabilities. In addition, the Bank uses derivative
financial instruments for both trading and asset/liability man-
agement purposes, Financial instruments are generally carried
al. cost, except those held for trading purposes, which are
carried at their estimated fair value.

The risks that arise from transacting financial instruments
include credit. risk, liquidity risk, operational risk and market
risk. Market risk arises from changes in interest rales, foreign
currency exchange rates and equity prices. The Bank manages
these risks using extensive risk management p()liciés and
practices, including various Board-approved risk management
limits and techniques. A discussion of the Bank’s risk manage-
ment policies and practices can be found in the Risk
Management section (see pages 53 to 6:3).
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Further details on the terms and conditions of the Bank's
financial instruments are provided in the notes to the 2006
consolidated financial statements, Note 22 {see pages 119
to 122), for example, sumunarizes the fair vaJue of financial
instruments and describes how these amounts werce ceter-
mined. This note also presents the Bank's interest rate risk
profile by term, based on the earlier of contractual repricing
or maturity dates, and the Bank’s financial instrument credit,
exposure by sector and geography. Note 23 (see pages 122 to
125} provides details about derivatives used in trading activi-
ties and asset/liability management, including notional
amounts, term to maturity, credit risk and fair values.

The risks associated with the Bank’s [inancial instrument.
portiolios can be assessed using various methods. For example,
the inlerest rate risk arising from the Bank’s non-trading finan-
cial instruments can be estimated using the impact of 2 100
basis point, increase in interest rales on annual income and the
present value of net assets as described on page 58. For trad-
ing activities, the table on page 59 discloses the average one-
‘day Vilue al Risk by risk factor. Based on the Bank’s maturity
profile of derivative instruments, only 12% (2005 - 12%) had a
term to maturity greater than five years.

The fair value of the Bank’s financial imstniments exceeded
their book value by $396 million (2005 - $1,248 million} as at
October 31, 2006. The year-over-year change in the excess of
fair value over book value arises mainly from changes ininterest,
rates. Fair value estimates are based on market conditions at
October 31, 2006, and may not be reflective of future fair
values. Further information on how fair values are estimated
is comtained in the Gritical Accounting Estimates section
(see pages 64 1o 67).

The Bank’s accounting policies for derivatives and hedging
activities are further described in Note 1 {see pages 95 to 99).
Interest, income and expense on interest-hearing financial
instruments are recorded in the Bank’s Consolidated Statement
of Income as part. of net interest. income. Credit losses resulting
from loans are recorded in the provision for credit losses.
Realized gains and losses on disposals of investment securities,
as well as writedowns, are recorded in other income, as are net
trading gains and losses.

The Canadian [nstitute of Chartered Accountants has
issued new accounting standards on the recognition and
measurement of financial instruments, as well as hedges and
comprehensive income, These new standards are applicable Lo
the Bank commencing November 1, 2006, and are further
described in Note 2 (see page 99).
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BUSINESS LINES

Business Line QOverview

Domestic Banking

Domestic Banking reported net income

. Net income available to
available to common shareholders of |

common shareholders

$1,279 million, a3 2% increase over last ($ millions)
year. Strong growth in retail mortgages, 1,506
personal lending and deposits was
partially offset by a narrowing interest 1w ]
margin, As well, wealth management I W
and credit card revenues grew year
over year. Non-interest expenses £00
increased to support revenue growth w
initiatives, while provisions for credit *
losses remained well controlled, f .
‘ ] a5 06 .

Scotia Capital

Scotia Capital had a record year,
as net income available 1o common

Net income available to
common shareholders

International Banking

International Banking had an excellent
year in 2006, with net income available
to common shareholders of $1,054
miltion, an increase of 32% from last

Net income available to
common shareholders
{$ millions)

|

year, notwithstanding the negative ‘ 1200
effect of foreign CEJrrency translation o0 M
as a result of the appreaation of the
Canadian dollar. Scotiabank Mexicos | " k
earnings contribution continued to rise,  F g
and acquisitions in Peru and Costa Rica
added to earnings. The Caribbean and 2t
Central America also had good growth : .
: 04 05 06

and lower credit losses.

Other

The Other category
represents smaller operating

2006 Net Income

shareholders rose 14% ta $1,047 million L' (s millions) segments, including Group

in 2006. This result was achieved despite -~ Treasury and other corporate :

the negative effect of foreign currency ] adjustments, that are not '

translation. The increase was driven by | 880 allocated to an operating '

record trading and M&A revenues, as 660 segment.

well as interest recoveries and gains on .

the sale of securities. We continuad to | 440

benefit from favourable credit ! O Domestic

N o ' 220 B Intemational

conditions, realizing net loan loss B Scotiz Capizl
recoveries again this year. | ‘- Ocher

2006 Financial Performance

Domestic International
{$ millions) Banking™ Banking™ Scotia Capital” Other™ Total
Net interest income 5 3,682 5 2,306 5 951 3 (531} 5 6,408
Other income 1,935 939 1,437 489 4,800
Provision for credit losses 279) (60) 63 [ {216)
Non-interest expenses (3.46%9) (1,927) {955) (92} (6,443)
Income taxes/non-controlling interest (581) {196) (443) 25¢ (370)
1,288 1,062 1,053 176 3,579

Preferred dividends paid 9) 8 6) W] (30}
Net income available to common shareholders 5 1.27% $ 1,054 § 1,047 3 169 5 3,549
Return on equity” (%) 27.8% 23.4% 31.3% N/A 22.1%
Average earning assets (3 billions) 5 136 5 56 3 17 $ 29 3 338

{1} Taxable equivalent basis.

{2} For management and intemnal reporting purposes, the Bank allocates equity to its business lines using a methodology that considers credit. market and operational risk inherent in each business line. Return on
equity is calculated based on the economic equity allocated to the business line. Economi equity is not a defined term under GAAP and, accordingly, the resulting retum on equity for each busiress line may not

be comparable to those used by other financial institutions.
N/A Not applicable
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Domestic Banking

2006 Achievements

+ Named “Bank of the Year in Canada” for the fourth time
in six years by The Banker magazine, based on financial
performance, technology innovation, and corporate strategy.

+ Completed strategic acquisitions that demonstrated an effective
use of our capital while augmenting our custormer base:

- the morigage business of Maple Financial Group Inc.,
including a $7.9 billion mortgage pertfolic {inchding
securitized assets), which doubles originations through
the important broker channel.

- the Canadian operations of the National Bank of Greece.

* Qpened 15 new branches and added 125 persanal bankers in
high-growth markets.

» Scored first in customer service excellence among Canada's five
major banks in six of 11 customer service categories.

» Achieved strong customer loyalty among affluent dlients, which
reached an all-time high, with 81% of clients rating Scotia
Private Client Group performance as “very good” or “excellent.”
Our share of wallet for this client segment increased for the third
straight year.

+ Launched Scotia Blueprint, a proprietary financial planning tool,
to increase share of wallet with emerging affluent customers,
and imgrove productivity of financial advisors.

« Launched the new Term Lending System, a real time, web-
based platform which enables faster development and iaunch
of mortgage products, and improves the customer experience
through streamlined processing.

+ Generated strong momentum in mutual fund sales, with our
Scotia Selected” Funds surpassing $1 billion in assets.

+ Achieved strang growth in ScotiaMcLeod Direct Investing (SMD),
as average commission per account rose 14%, new accounts and
trade volumes were up 4% and 23%, respectively, and assets
under administration increased 16% year over year,

2007 Priorities

+ Increase share of wallet with existing customers, focusing on
the emerging affluent and pre-retirement investor segments.

= Acquire new customers with targeted community-based
marketing initiatives, new branches and more financial adviscrs.

* Proactively pursue acquisitions and alliances to support our
strategic objectives.

* Realize growth opportunities in mutual funds, core deposits,
credit cards and insurance.

+ Continue our focus on improving market share in Commercial
Banking with a revitalized business model.

¢ |mprove our small business offering to expand the customer base
and realize opportunities for significant growth from capturing
owners’ personal business.

BUSINESS LINES

Business profile )

PDomestic Banking provides a full range of banking and investing
services to nearly 7 million customers across Canada, through a
network of 972 branches and 2,742 ABMs, as well as telephone
and Internet. banking,

Domestic Banking includes three main businesses. Retalil
and Small Business Banking provides mortgages, loans, credit,
cards, investments, insurance and day-1o-day banking products
to individuals and smail businesses. Wealth Management
provides a [ull range of products and services including: retail
brokerage (discretionary, non-discretionary and self-divecied);
investment management advice; mutual funds and savings
products; and financial planning and private client services for
allluent clienis. Commercial Banking delivers a full product.
suite to medium and large businesses.

Strategy

Our core purpnse is to help our customers become financially
betler off by providing relevant. solutions to their unique
needs. Domestic Banking's stralegy for growth is Lo expand
our client base, particularly with customer segments that have
high-growth potendial. As well, we will drive revenue growth by
building on our strengths in customer service, execution and
cross-business line partnerships, and by making sirategic
acquisitions.

Wi are focused on growing husiness with mid-market
investors and small business clients, anc capturing primary
advisor status with emerging affluent and affluent clients,
provirdling personalized solutions based on a customized finan-
cial plan. In Commercial Banking, we are working to finalize
the re-engineering of our business, with an emphasis on
delivering client-valued, cost-effective solutions.

Key performance drivers

Management uses a humber of key metrics to monitor business

performance:

* rovenue growth;

* customer salisfaction and lovalty:

*  nhew custoner acguisition;

¢ productivity ratio; and

* loan loss ratio (specific provisions as a percentage of
average loans and acceplances).
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BUSINESS LINES

Damestic Banking financial performance

($ millions) 2006 200% 2004
Net interest income™ $ 3,682 $ 3576 $ 349
QOther income 1,935 1.819 1,671

Provision for credit losses (PCL) (279} (274) {3117
Non-interest expenses (3,469} (3,296) 3.7
Income taxes® ' (581) {566) (522)
Net thcome 1,288 1,259 1,109
Preferred dividends paid (9} {6) (4)

Net income available to

common shareholders 5 1,279 § 1,253 $ 105

Key ratios
Return on equity {ROE) 27.8% 31.0% 30.6%
Productivity™ 61.8% 61.1% 62.3%
Net interest margin (NIM} 2.70% 2.90% 314%
PCL as a percentage of loans

and acceptances 0.20% 0.22% 0.28%

Selected balance sheet data
(average balances)

Earning assets 136,420 123,224 111,443
Depasits 107,370 98,579 91,395
Attributed equity 4,602 4,036 3,610

{1} Taxable equivalent basis.

Financial performance

Domestic Banking reported net incorne available to common
shareholders of $1,279 million in 2006, $26 million or 2% higher
than last vear, with a return on equity of 27.8%. Domestic
Banking accounted for 36% of the Bank's total net income.
Results inchided solid performances in wealth management
and conunercial banking. Strong asset and deposit growth in
retail and small business banking was largely offset by margin
compression. In addition, we had solid customer retention and
a 3% vear-over-year increase in our customer base.

Assets and liabilities

Average assels grew 119 in 2006, This was led by a substantial
increase in residential mortgage balances (before securitiza-
tion) of $10 hillion or 13%. This mortgage growth included

$2 billion from the acquisition of the mortgage business of
Maple Financial Group. There were substantial market share
gains in mortgages, which rose 130 basis points [rom last year,
and market share in total personal lending was up a strong 82
basis points, due primarily to acquisitions. There was strong
vear-over-year growth ol 14% in personal lines of credit.

Retail and small business deposits grew $6 billion or 8%,
due mainly 1o an increase in term deposit balances, which led
to an industry-leading gain in personal deposit market sharc of
48 basis points from last year. Conunercial deposits, including
Money Master for business™, rose 15%, continuing the double-
digit. growth trend of the past several years. There were good
market share gains in business accounls over the last year, up
15 basis points.

in Wealth Management, assets under administration rose
6% 1o $117 billion. Net assct inflows from new customers,
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condinued growth in our share of
customers’ investment business, and
market-driven gains contributed to
this growth.

Total revenue

Revenues

Total revenues were $5,617 million,
up $222 million or 4% from last year.
Net interest income increased by
$106 million to $3,682 mitlion in 2006,
as a result of strong volume growth in
assels and deposits. The net interest
margin declined by 20 basis points
year over vear to 2.70%, largelv reflecting higher funding costs
caused primarily by rising interest rates and a flattening of the
vield curve, In addition, the sirong retail asset growth, both
organic and through acquisitions, has exceeded deposit
growth, with the difference funded by more expensive
wholesale deposits.

Other income for the year was $1,935 million, an increase
of $116 million or 6%, driven primarily by higher wealth
management revenues and increases in retail and small
business banking activities.

O Retail & Small Business Banking
W Wealth Management
0 Commercial Banking

Retail & Small Business Banking
Selected highlights

($ millions) 2006 2005 2004
Total revenue $ 3,742 § 3651 § 3550
Average residential mortgages 82,107 72,589 64,328
Average loans

{excluding residential mortgages) 33,385 na23 810m
Average deposits 77,948 72,428 68,125

(1} Includes securitized mongages.

Total revenes were $3,742 million, up $91 million or 2%

from last year. Net interest income rose by $51 million or 2%
from growth in assets and deposits, partially offset by a lower
margin. Other income rose $40 million or 5%, driven by higher
credit card revenues, reflecting growth in cardholder transac-
tions, and higher service fees (rom chequing and savings
accounts, reflecting pricing changes. There was strong revenue
growth in small business banking, and we increased market
share in this important customer segment.

Commercial Banking

Selected highlights

{$ millions) 2006 2005 2004
Total revenue $ 883 $ 833 $ 820
Average husiness loans and acceptances 18,548 17,400 17,163

Average business deposits 24,082 2100 17,863

Total revenues rose by $50 million or 6% Lo $883 million in
2006. Net interest income was 8% higher than last year from
strong growth in both assets and deposits. Average assels rose
7% and average deposits increased 15%. Year over year, other
income rose 2% 1o $301 million.




Wealth Management

Selected highlights

($ millions) 2006 2005 2004
Total revenue $ 992 $ s 795
Assets under administration 117,100 110,800 96,900
Assets under management 23,900 23,100 19,800

Total revennes were $992 million, up $81 million or 9% from
last, year. Underlying revenue growth for mutual funds was
21%, driven by asset growth of $1.2 billion or 8%, and there
was a shift in the mix to more profitable balanced and equity
funds. Retail brokerage revenues rose mainly as a result of
increased fee-based business and trading volumes, SMDI
revenues rose 30%, as trading volumes increased 2:3%.
Private client revenues increased by 10% reflecting growth
in managed accounts,

Assets under administration continue to grow, rising 6%
during the year, reflecting increases in our mutual fund, private
client and retail brokerage businesses, Our Scotiatrust business
moved into second place in the personal trust industry.

Non-interest expenses

Non-interest expenses of $3,469 nillion remained controlled
in 2006, up $17:3 million or 5% frotn last year. The increase
was due mainly to the impact of the acquisitions and growth
initiatives, as well as higher volume-related expenses, including
credit card rewards, mortgage acquisition fees and mutual fund
trailer fees, As well, performance-based compensation rose,
reflecting higher retail brokerage volumes and other revenue-
based growth.

BUSINESS LINES

Credit guality

Provisions for credit lasses were $279 million in 2006, a slight
increase of $5 million compared to last year. Credit quality
remained strong in the retail portfolio, with the ratio of loan
losses to average loan balances improving two basis points
from last year to 20 basis points. Furthermore, the consumer
loan portfolio is 90% secured. Credil quality in the commercial
portfolio remained solid, and provisions rose slightly in 2006.

Outlook

We expecl Lo maintain solid growth in assets and deposits
next year, which will contribute o higher net interest income.
However, in the near Lerm, pressures on the net interest
margin are expected to persist, although they should moderate
somewhat over the course of the year, Growth in other revenue
is expected to come from an increase in deposit accounts,
higher credit card transaction volmmnes and other business
initiatives. We expect continued growth in wealth managemens.
revenues, particularly mutual funds, Non-interest. expenses in
2007 will reflect acquisitions and the ongoing investment in
planned growth initiatives. Credit qualily is expected to remain
stable, with provisions for credit. losses increasing in line with
the growth in average loans.
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BUSINESS LINES

International Banking

2006 Accomplishments

* Made strategic acquisitions in attractive markets where we
already had & presence:

— in Peru, we acquired Banco Wiese Sudameris and the
remaining shares of Banco Sudamericano, giving us a market
share of 17%;

— Acquired Carporacion Interfin in Costa Rica which, combined
with our existing operations, makes us the largest private
{non-government} bank in the country, with a 14% market
share; and

- Purchased Citibank’s consumer lending business in the
Dominican Republic.

« Recognized for eur commitment 1o excellence and customer
satisfaction and loyalty:
— Named Best Bank in Jamaica and the Caribbean by Latin
Finance magazine;
— MNamed Bank of the Year in Jamaica and the Dominican
Republic by Euromoney magazine; ang
- Interfin was recognized as Bank of the Year in Costa Rica by
The Banker magazine.
» Continued to aggressively expand our credit card operations:
- Launched cards in four new markets — Belize, Cayman,
St. Maarten and Turks and Caicos;
— Acquired the Citibank credit card peortfolic in the Dominican
Republic; and
— Partnered with the NFL to issue co-branded cards in Mexico.
As well, we continued to leverage strategic aliiances with
loyaity and frequent flyer programs in Mexico and the
Caribbean 10 enhance our value proposition.

2007 Objectives

* Grow customer base by expanding our sales and delivery network,
particularly in Mexico, where we are planning to add 85 branches.

We are also increasing advertising in Spanish-speaking markets
and leveraging our strength in database marketing.

* Continue to actively seek acquisitions in the Caribbean, Centra!
America, Latin America and Asia.

+ Continue to aggressively expand our highly profitable credit card

operations through new sales channels, strategic partnerships
and acguisitions.

¢ Improve efficiency by consalidating six data centres into one, and
complete a major improvernent in our cornmunications network

throughout the English Caribbean.

+ Target small business customers with pilot projects in Mexico,
Ei Salvador and Bahamas.

« Focus on expanding our product offering and delivery channels
for both wealth management and insurance services.
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Business profile

International Banking operates in more than 40 countries,
and includes Scotiabank's retatl and commercial banking
operations outside of Canada. Through our network of more
than 1,200 branches and offices and 2,450 ABMs, as well us
telephone and Internel banking, we provide a full range of
financial services to almost 5 mitlion customers.

International Banking is organized into the following
geographic regions: Caribbean and Ceniral America, Mexico,
Latin America and Asia.

Strategy

Our global growth strategy remains focused on: organic growth,
through enhanced sales and service delivery, expansion of
complementary businesses and improved efficiency; stralegic
acquisitions; and leadership development.,

We are investling in high-growth markets where we anlicipate
increased demand for financial services, making acquisitions,
expanding our delivery network and moving beyond traditional
hanking into areas such as wealth management and imsurance.
We are also leveraging proven, bankwide capabilities to expand
our prodhict and service offerings, decpen customer relation-
ships and improve sales management and productivity. As well,
we are increasing operating efticiency through a shared services
approach and common technology platforms. As we grow, we
continue 1o build our management, capabilities by acding rigor
to the identification of emerging leaders, and providing them
with development opportunities.

Key performance drivers

Management uses a number of key metrics to monitor business

performance: .

* revenue growth (using normalized exchange rates);

e customer satisfaction and loyalty;

¢ new customer acquisition;

* productivity ratio; and

* loan loss ratio (specilic provisions as a percentage of average
loans and acceptances). '




{nternational Banking financial performance

(§ mitlions) 2006 2005 2004
Net interest income™ $ 2,306 $ 1,969 § 1,858
Other income 939 793 N
Provision for credit losses {PCL} {60) {70) (70)
Non-interest expenses (1,927) (1,712} (1,608)
Income taxes/non-controlling interest™ {196) (174) (201)
Net Income 1,062 206 722
Preferred dividends paid 8) 6 4)
Net income available to

common shareholders $ 1,054 $ 800 5 18
Key ratios
Return on equity (ROE} 23.4% 21.6% 21.7%
Productivity™ 59.4% 62.0% 61.8%
Net interest margin (NIM) ' 4.15% 3.95% 3.81%
PCL as a percentage of loans

and acceptances 0.16% 0.23% 0.23%
Selected balance sheet data

{average balances)
Earning assets 55,510 49,829 48,897
Deposits 41,309 37,219 37,972
Attributed equity 4,500 3,706 3314

(1) Taxable equivalent basis.

Financial performance
International Banking's net income available to common share-
holders in 2006 was a record $1,054 million, o suhstantial
increase of $254 million or 32% from last. year. This strong
growth was achieved netwithstanding the significant negative
impact. of foreign currency translation. Excluding this impact, net
income rose $319 million or 40% year over year. International
Banking accounied for 30% of the Bank’s total net income.
Return on equity increased to 23.4%, up from 21.6% last vear.
The most significant contributors to earnings growth were
Mexico, the Caribbean and Central America, and our acquisitions
in Peru. Mexico's net contribution increased 62% year over year,
due mainly to strong loan growth, higher retail banking revenues
ane the recovery of $51 million of Value Added Tax (VAT).
Results in the Caribbean and Central America were bolstered
by the impact of our acquisitions in El Salvador, Costa Rica and
the Dominican Republic, as well as strong organic loan growth
and higher credit card revenues.

Assets and liabilities

Average asscls increased 11% during the year 1o $56 billion.
Excluding the increase resulting [rom acquisitions, and the
negative impact of foreign currency translation, retail loan
growlh was very strong at 24%. Growth in outstanding credit
cards balances was particularly robust, up 38%, spread across
the division. Commercial loan growth was a solid 16%, with
increases in the Caribbean and Central America, Asia and
Mexico. Growth in low-cost savings deposits was also strong
at 11%, as deposit balances rose in most. Caribhean countries
and Mexico.

BUSINESS LINES

Revenues
o Total revenue
Total revenues were $3,245 million in

2006, an increase of $483 million or
17% (rom last year. Excluding the
negative impact of foreign currency
translation, revenues increased $684
million or 25%.

Net interest income was $2,306
million in 2006, an increase of $337
million or 17% from last year, despite
a negative foreign currency transla-
tion impact of 7% or $144 million. The
increase was a result of very strong
organic:: loan growth across the division, as well as the impact
of our acquisitions in Peru, the Caribbean and Central
America. Margins were up from last year, driven by an increase
in Mexico and our acquisitions in Peru.

Other income increased $146 million or 18% year over year to
$939 million. Excluding the negative impact of foreign currency
translation, the growlh was very strong at. 26%. This was parlly
a resull of our acquisitions in Peru and the Caribbean and
Central America. In addition, there was strong growth in
Mexico, the Caribbean and Asia. Partially offsetting these
increases were lower gains on the sale of emerging market secu-
rities, and gains on sales of business operations and other assets
realized in 2005,

O Caribbean and Central America
B Mexico
0 Latin America, Asia and Other

Caribbean and Central America

Selected highlights

{$ millions) 2006 2005 2004
Tatal revenue $ 1,308 $ 1K 4 1,149
Average personal loans 6,643 5675 5175
Average business loans 7,356 6,305 6294
Average deposits 12,931 12,074 11,764

Total revenues were $1 308 million in 2006, an increase of
$134 million or 11%, despite the negative 9% impact of foreign
currency translation.

Net interest income was $1,020 million in 2006, an increase
of $84 million or 9% from last vear, Excluding the impact of
foreign curreney translation and our acquisitions, net. interest
income increased 15% from last year. This increase was driven
by a 22% increase in commercial lending and an 18% increase
in retail loans, primarily in credit cards {up 32%) and mort-
gages (up 22%). Margins were down slightly year over vear.

Other income rose $50 million or 21% year over year,
Excluding the negative impact of foreign currency translation,
other income grew 30%. This was primarily due 10 a very strong
increase of 37% in credil card fees, as the number of cardliolders
rose 36%, a 38% increase in commercial banking fees, as well as
other contributions from our acquisitions. This growth was partly
offset by a decline in other fee ncome; we earmed no fees from
loan colleetion services related to the Baninter acquisition in the
Dominican Republic, as these services were completed in 2005.
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BUSINESS LINES

Mexico

Selected highlights

{$ millions} 2006 2005 2004
Total revenue $ 1,206 $ 1,0M4 s 917
Average personal loans 3,457 2,817 2,432
Average business loans 5.747 5,262 4,130
Average depasits 9,769 8,934 8,383

Total revenues were $1,206 million in 2006, an increase of
$152 million or 14%, despite a negative impact of $62 million
duce to foreign currency translation.

Net interest income was $803 million in 2006, an increase
of $112 million or 18% from last year. Excluding the impact of
foreign currency translation, net interest income rose 22%.
This increase was driven by strong volume growth, including
a 54% increase in credit card balances, a 28% increase in
mortgages, and a 15% increase in commercial loans. Margins
were up slightly from last year, reflecting a change in the mix
of assets, with faster growth in higher-spread products such
as credit cards and auto loans.

Other income increased $40 million or 1 1% year over year.
Sxeluding the negative impact of foreign currency translation,
olher income rose 17%. This was due primarily to a 46% increasc
in credit card fees, as the number of cardholders rose 37%, a
2196 increase in full-service and discount brokerage fees due
1o higher client trading volumes, and a 17% increase in other
retail banking fees.

Latin America, Asia and Other

Selected highlights

($ millions} 2006 2005 2004
Total revenue § I $ 534 $ 533
Average personal foans 1,964 1,01 880
Average business loans 7,658 6,401 7,882
Average depasits 18,609 16,241 17,825
Average investment securities 4,316 4,504 5,196

Total revenues were $731 million in 2006, an increase of
$1907 million, due primarily to our acquisilions in Peru.
Excluding the negative impact of foreign currency translation
and the positive impact of the Peru acquisitions, revenues
decreased $38 million from last year. This was primarily due
to lower gains on the sale of emerging market securities. In
addition, spreads on our emerging market securities fell due
to higher funding costs. These were partly offset by a gain on
the sale of a foreclosed asset in Asia and an underlying 24%
increase in commercial lending volumes in Asia.
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Non-interest expenses

Non-interest, expenses were $1,927 million in 2006, up 13% or
$215 million from last year. Excluding the favourable impact of
foreign currency translation and the impact of our acquisitions
in Peru and the Caribbean and Gentral America, expense growth
was T%. This reflects higher technology and compensation
expenses in the Caribbean and Central America to support
ongoing business growth initiatives. Partly offsetting these
factors were lower litigation fees and a 2008 recovery of

$51 million of VAT in Mexico.

Credit quality

The provision for credit losses was $60 million in 2006, dewn
15% from last vear. Lower provisions in Mexico, the Caribbean
and Chile were partly offset by higher provisions in Asia.

Outlook

We expect earnings in International Banking to continue to
grow in 2007, particularly in Mexico, Peru and the Caribbean
and Central America. We anticipate growth in assets and
deposits, with an increased focus on sales effectiveness, and
ongoing expansion of the delivery network. We will continue
Lo pursue acquisitions in key markets.




Scotia Capital

2006 Achievements

* Named Best Investment Bank in Canada by Global Finance
magazine for the third year in a row.

* For the fourth consecutive year, Scotia Capital’s corporate
derivatives team was ranked number 1 in Canada by an
independent third-party market survey.

* ScotiaFX, our proprietary foreign exchange trading platform, was
recognized by Euromoney magazine as a Giobal Top Ten Trading
Platform in their 2006 Annual Poll of Polls, Internet FX category,
in terms of client satisfaction. We were also named Best Foreign
Exchange Bank in Canada by Global Finance magazine.

* Continued to expand our capital markets capabilities, enhancing
our fixed income operations and opening an emerging currency
Eurobond desk in London.

s Notable transactions during the year included:

~ Through Scotia Waterous, we acted as exclusive financial
advisor to Canadian Natural Resources Ltd in its US$4 billion
acquisition of Anadarko Canada Corporation. Scotia Capital
also acted as joint lead arranger and joint bookrunner on a
$3.8 billion credit facility to finance the transaction.

- Entered an agreement with General Motors Acceptance
Corporation (GMAC) to purchase up to US$20 hillion in U.S.
refail automotive asset-backed securities over five years, under
a US$6 billion revolving credit facility.

- Through our precious metals division, ScotiaMocatta,
completed the acquisition of approximately US$900 million
in precious metals loans from Bank of America, further
strengthening our position as a global leader in bullion sales
and trading.

2007 Priorities

¢ Continue to build and leverage cur NAFTA capabilities, which we
consider to be a major competitive advantage.

+ Grow product capabilities and provide global client coverage in
selected industries, such as mining and oil & gas.

* In Canada, our objective is to generate sustainable revenue
growth through broadened client coverage, enabled by our
integrated corporate and investment banking coverage model.

* Pursue new clients and target institutional clients such as
alternative asset managers.

BUSINESS LINES

Business profile

Scotia Capital is the corporate and investment banking arm of
the Scotiabank Group, providing full-service coverage across
the NAFTA region, as well as other selected niche markets
globally. We offer wholesale financial products to corporate,
government and institutional investor clients.

Scotia Capital is organized into two miain businesses. Global
Corporate and investment Banking provides corporate lending,
equily underwriting and mergers & acquisitions advisory scrvices.
Global Capital Markets provides products and services in a
number of areas: fixed income; derivatives; foreign exchange;
equity sales, trading and research; and, through ScotiaMocatta,
precious metals.

Strategy

Our strategy remains focused on sustainable revenue growth
and earning a good return on capital by building strong client
relationships, while prudently managing risk. Revenue growth
is expected to come from targeting new clients, building global
capabilities in selected industries such as energy and mining,
expanding product capabilities in areas such as derivatives and
by focusing on institutional clients such as alternative asset,
managers.

Key performance drivers

Management uses a number of key metrics to monitor business

performance:

* revenue growth;

* client profitability (return on cconomic equity, improvement
in cross sell};

* Joan loss ratio (specific provisions as a percentage of average
loans and acceptances);

s« Value at Risk; and

¢ daily trading profitability.
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Scotia Capital financial performance

(5 miltions) 006 2005 2004
Net interest income'™ § 951 $ 849 $. 937
Other income 1,437 1,320 1,227
Recovery of (pravision for} aedit lasses {PCL) 63 n {106)
Non-interast expenses (955) 929) {960)
Income taxes™ (443) (390) {275)
Net income 1,053 921 823
Preferred dividends paid (6 {6} @
Net income available 1o

common shareholders $ 1,047 $§ 95 $ 814
Key ratios
Return on equity (ROE) 31.3% 28.4% 10.3%
Productivity® 40.0% 42.8% 44.4%
Net interest margin {NIM) 0.73% 0.76% 0.86%
PCL as a percentage of loans

and acceptances” {0.25)% {0.31)% 0.42%
Selected balance sheet data

(average balances)
Total assets 129,825 112,209 109,349
Eaming assets 116,598 98,908 94,326
Loans and acceptances 51,723 493,382 46,110
Securities 61,655 47,827 40,265
Attributed equity 3,349 3223 4,028

{1) Taxable equivalent basis.
{2) Corperate Banking only.

Financial performance

Scotia Capital reported record net income available to common
shareholders of $1,047 million in 2006, a 14% increase over last
year. The strong performance was driven by solid revenue growth
of 10%, with growth in both Global Corporate and Investment
Banking and Global Capital Markets. We continued to benefit from
a benign credit. environsment, which again resulted in low provi-
sions for credit losses and loan loss recoverics. Expenses
remained well controlled, up a modest 3% from last year.
Return on equity, at 31.3% was a record for the division,

well ahead of last year’s strong performance. Scotia Capital
contributed 30% 1o the Bank’s toial net income.

_Assets and liabilities
Total average assets rose to $130 billion, a 16% increase from last
year. There was an increase of $8 billion in trading securities, to
stpport. both client-criven activity and trading opporturnties.
The increase also reflects the $6 billion impact of purchases of
U.S. retail automotive asset-backed securities. Average corpo-
rate loans and acceptances (excluding reverse repuirchase
agreements) rose 9% to $25.2 billion. Canada achieved strong
growth in loans and acceptances of $2 billion or 20% compared
to last yvear. There was also 5% growth in the U.S,, offset by
lower toan volumes in Europe.
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Revenues
" . Total Revenue
Total revenues increased 10% to

$2 388 million compared to the prior
year. This reflected growth of 12% in
Global Capital Markets and 8% in
Global Corporate and Investment
Banking.

Interest income grew 12% to
$951 million, with most of the growth
coming from Global Capital Markets.
Other income rose 9% to $1,437 million,
reflecting growtih in both areas.

O Global Capital Markets
| Global Corporate and
Investment Banking

Global Corporate and Investment Banking

Selected highlights

($ millions) 2006 2005 2004
Total revenue $ 1154 Y 1,067 5 1218
Net interest income 527 498 630
Other income 627 569 588
Average assets 36,11 30,579 25,543

Total revenues increased to $1,154 million, an 8% increase
over last vear. Revenue growth was achieved in all lending
markets and in advisory fees.

Interest income was up 6% compared to 20056 due in part.
to higher interest recoveries from impaired loans in the U.S.

- and Europe. Also, increased lending volumes contributed to

higher interest income, although this was partly offset by a
continued tightening of credit spreads.

Other income increased 10% year over year, in part reflecting
gains from the sale of securities in the U.S. and Europe, and
volume-driven growth in acceptance fees in Canada. Increased
revenues reflect a full year of revenue from Scotia Waicrous,
which was acquired in the second half of 2005, and higher
M&A advisory revenues. These increases were partly offset
by lower equily new ISSU¢ revenues.




Global Capital Markets

Selected highlights

($ millions) 2006 2005 2004
Total revenue $ 1,234 § 1,102 $ 946
Net interest incorne 424 351 307
Other income . 810 751 639
Average Assets 93,054 81,630 83,806

Total revenues rose to $1,234 million, up 12% compared to last
vear. Most. trading businesses achieved higher revenues, with
particularly strong growth in derivatives, precious metals and
foreign exchange, partly offset by reduced results from equity
trading.

Interest income from trading operations increased 20%,
due primarily to higher tax-exempt dividend income.

Other income rose 8% due to strong growtlh in our foreign
exchange, precious metals and fixed income businesses, offset
by lower equily trading revenues.

Non-interest expenses

Non-interest expenses were $355 million in 2006, a 3%
increase from last. year, due partly to the inclusion of Scotia
Waterous for a full year, Performance-related compensation
also rose in line with improved results. As well, there were
higher benefits and technology costs, offset by lower severance
and support expenscs.

BUSINESS LINES

Credit quality

Scotia Capital reported net loan loss recoveries of $63 million
in 2006, compared 10 nct recoveries of $71 million in 2005.
Recoveries were realized in all lending markets. The level of
recoveries was somewhat lower in the U.S. and Canada this
year, while Europe reported a net recovery in 2006, compared
to nel provisions last year. Net impaired loans continued to
decline, particularly in the U.S. and Europe, reflecting overall
strong credil conditions and the effective execulion of the
Bank’s risk and portfolio management strategies.

Outlook

The outlook for the trading businesses remains positive and we
anticipate opportunities for further growth in the coming vear.
We have also enhanced client coverage in the investment
banking area which, together with the benefits of the Scotia
Waterous acquisition, should allow us to leverage our capabilities
for growth. As well, our unique NAFTA footprint will provide
opportunities to increase the cross-sell of the Bank’s products
and services. In corporate lending markets, we see opportunities
for further growth, but expect that competitive pressures will
continue to dampen credit spreads. We do not expect to achieve
the same level of loan loss recoveries next year.
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Other

The Other category includes Group Treasury and other corporate
items, which are not allocated 10 a business line.

Other financial performance

3 millions) 2006 2005 2004
Net interest income"” $  (531) $ (523) $  (588)
Other income 489 597 681
Provision for credit losses 60 43 103
Non-interest expenses (92) (108) (79)
Income taxes™ 250 212 137
Net income 176 223 254
Preferred dividends paid 7 {7 4

Net income available to
common shareholders $ 169 S 216 5 250

{1) Taxable equivalent basis.

Financial performance

Net income available to common sharcholders was $169 million
in 2006, compared to $216 million in 2005.

Revenues

Net interest income and the provision for income taxes include
the elimination of tax-exempt income gross-up. This amount is
included in the operating scgments, which are reported on a
taxable equivalent basis. The elimination was $440 million in
2006, compared to $326 million last year reflecting higher
dividend incorme.

Net interest income was negative $531 million in 2006,
compared to negative $5623 million in 2005, The impact of
elimination of a higher tax-cxemplt gross up was wostly olfset
by higher funding profit and favorable changes in fair value ol
non-trading derivatives.

Other income dechned $108 mallion to $489 million in 2006.
The decrease was due primarily to lower securitization revenue
and a decline in net gains on the sale of investiment securities.
A gain of $48 million was realized in 2006 on the sale of a
portion of the Bank’s investment in Shinsei Bank, compared
to $118 million in 2005,
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Credit quality
The pravision for eredit tosses included a $60 million reduction

in the general allowance in 2006, compared to a $45 million
reduction in 20056.

Income taxes

The provision for income taxes includes the elimination of
the gross-up of tax-exempt income, which was $114 million
higher than last year.

Qutlook

Considering the current and expected financial market.
conditions, gains on the sale of investment securities are
expected to be somewhat lower than those realized in 2006,

The general allowance may be further reduced if positive
economic and business conditions continue.




Risk management

Risk management overview

Risk, to varying degrees, is present in virtually all business
activities of a financial services organization, so effective

risk management. is fundamental to the success of the Bank.
The primary goals of risk management are (o ensure that the
outcomes of risk-taking activities are prediclable and consis-
tent with the Bank’s objectives and risk tolerance, and that
there is an appropriate balance between risk and reward in
order to maximize shareholder returns.

The Bank has a comprehensive risk management frame-
work to monitor, evaluate and manage the principal risks
assumed in conducting its activities. These risk exposures
include:

1. Credit 4. Operational

2. Market 5. Reputational

3. Liquidity 6. Environmental

The Bank's Global Risk Management group is responsible for
the design and application of the Bank’s risk management. frame-
work, and is independent of the Bank's business units. The
framework is integrated with the Bank’s strategy and business
planning processes. The effectiveness of this framework is
enhanced hy strong risk governance, which includes active
participation of the Board of Directors, senior executive and
business lite management in the risk management process.
The framework has four main components:

SN Pt

< Risk Management >

Framework
> / \ < Measurement>

& Reporting

Each of these components is continually reviewed and
updated to ensure that they are consistent. with risk-taking
activities, and that they remain relevant to the business and
financial strategies of the Bank.

This risk management framework is also applied to signifi-
cant. subsidiaries of the Bank. These subsidiaries have risk
management programs in place that conform in all material
respects to the Bank's risk management [ramework, although
the actual execution of their risk management programs may
be different.

IFor new acquisitions, or situations where control of a
subsidiary has been recently established, the Bank will assess
existing risk management programs and, if necessary, develop
an action plan 1o make improvements in a timely fashion.

Processes
& Standards

RISK MANAGEMENT

Scotiabank’s risk management framewaork

Policies & limits

Policies define the Bank's overall risk appetite, and are devel-
oped based on the requirenents of regulatory authorities and
input from the Board of Directors and senior executive manage-
ment., Policies also provide guidance to the businesses and risk
management units by setting the boundaries on the types of
risks the Bank is prepared Lo assume.

Limits are set for two purposes. First, limits ensure risk-taking
activities will achieve predictable results within the tolerances
established by the Board of Directors and senior executive
management. Second, limits establish accountability for key tasks
in the risk-taking process and establish the level or conditions
under which transactions may be approved or executed.

Guidelines

Guidelines are the directives provided to implement. policies
as set, out above. Generally, these describe the facility types,
aggregate facility exposures and conditions under which the
Bank is prepared to do business. These may change from time
to time, due to market or other circumstances. Risk taking
outside of these guidelines is usually approved by either the
Bank’s Senior Credit Commiltees, Market Risk Management &
Policy Committee or Risk Policy Committee.

Processes & standards

Processes are the activities associated with identifying, evaluating,
documenting, reporting and controlling risk. Standards define
the breadth and quality of information required 1o make a
decision, and the expectations in terms of quality of analysis
and presentation.

Measurement, monitoring and reporting

Measurement. tools quantify risk across products and businesses
and are used, among other things, to determine risk exposure.
Global Risk Management is responsible for developing and
maintaining an appropriale suite of such tools to support the
operations of the various business lines.

Reporting tools are also required to aggregale measures of risk
across produets and businesses for the purposes of ensuring
compliance with policies, limits and guidelines and providing a
mechanism for communicating the amounts, types and sensitivi-
ties of the various risks in the portfolio. This information is used
by the Board and senior executive management, to understand
the Bank’s risk profile and the performance of the portfolio
against defined goals.

Internal Audit independently monitors the effectiveness
of risk management, policies, procedures and internal controls
through periodic testing of the design and operation of the
processes related to the identification, measurement, manage-
ment, monitoring and reporting of risks.
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The Bank implements its risk management framework using a committee structure, as outlined below:

Board aversight - Risk strategies, \ . N Audit review — Internal Audit reports
policies and {imits are subject to Board < Executive and >—< Board of Directors & >_< Audit and Conduit > independently to the Audit and Canguct Review

approval. The Board, directly or thiough Risk Committee
its committees, receives regular updates

on the key risks of the Bank.

Board Committees

e

Review Committee Committee of the Board on the effectiveness
of risk management policies, procedures and

internal controls.

<Chief Executive>

Officer

Liability

Systems Planning and
Policy Committee Committee

Senicr management commitiee structure is
designed 1o ensure alignment of business
objectives, risk tolerance and resources. <

Committee(s)

1

Business units are responsible and accountable
for managing risks within their portfolios, and are
allocated capital in fine with their risk profiles,

[ |

Risk Policy Strategic Transaction
Committee Investment Committee

e

Senior Credit Market Risk Management Reputational Risk
& Policy Committee Committee

< Business Units >

] |

Credit Market Liquidity
Risk Risk Risk

Risk Governance

T i b
| | |

Environmental Reputational
Risk Risk Risk

Operationat

Risks are managed within policies and limits approved by the Board of Directors and in accordance with the governance structure outfined below:

Biorard of birectors and/or Board Committees:

Reviews and approves risk management strategies, policies, standards and key limits.

Senior Management Commitiees:

Risk Policy Committee: reviews key risk exposures and risk policies,
and adjudicates risk issues referred by the Senior Credit, Market and
Reputational Risk committees.

Senior Credit Committees: adjudicate corporate and commercial credits
within prescribed Emits and establish the operating rutes and guidelines
for the implementation of credit policies. Separate cormittees cover
commercial, international, corporate and investment banking
counterparties. In addition, there are separate senior committees that
authorize major credit policy changes for retail and small business credits,

Market Risk Management and Policy Committee: oversees and
establishes standards for market and liquidity risk management processes
within the Bank, including the review and approval of new products, limits,
practices and palicies for the Bank's principal trading and treasury activities.
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Reputational Risk Committee: upon referral from husiness lines or risk
committees, reviews business activities, initiatives, products or transactions,
and recommends either proceeding or not proceeding, based on an
assessment of reputational risk, to ensure that the Bank is, and is seen to
be, acting with high ethical standards.

Liability Committee; provides strategic direction in the management of
global interest rate risk, foreign exchange risk, liquidity and funding risk,
and trading and investment portfolio decisions,

Strategic Transaction Investment Committee: reviews and approves all
potential acquisitions, investments and strategic initiatives that require a
major allocation of the Bank’s capital.

Systems Planning and Policy Committee: reviews and approves
significant business initiatives involving system and computing facilities
in excess of designated executive approval limits.




Credit risk

Credit risk is the risk of loss resulting from the failure

of a borrower or counterparty to honour its financial or
contractual obligations to the Bank. Credit risk is ¢created

in the Bank's direct lending operations, and in its funding,
investment and trading activities where counterpartie; have

repayment or other obligations to the Bank.

Credit risk management strategies that define target markets
and risk tolerances are developed at an all-Bank level, and
then further refined at the business line level. These strategics
are reviewed by the Risk Policy Commiltee, which in turn
recotnmtends the key overall sirategies to the Executive and
Risk Committee of the Board for approval on an annual basis.
Once approved, the credit risk strategies form part of the
policies that govern credit. risk.

Corperate and Commercial

Portfolio management objectives and risk diversification are key
factors in setting policies and limits. Credit. risk limils covering
specified industries, countries, and single name/aggregation
exposure are reviewed and approved by either the Executive
and Risk Committee or the Board of Dircctors annually, ancd
applied through the credit origination process.

Consistent, with the Board-approved limits, corporate and
commercial credit exposures are segmented into major industry
groups. The risks in these industry groups are managed
through limits, and lending criteria and guidelines relevant
to each particular industry. Borrower limits are set. within the
context of established guidelines for individual borrowers,
particular industries, countries and certain iypes of lending 1o
ensure the Bank does not have excessive concentration in any
single borrower, or related group of borrowers, industry sector
or geographic region. Through the portfolio management
proeess, loans may be syndicated to reduce overall exposure
1o a single name. For certain segments of the portfolio, credit
derivative contracts are also used to mitigate the risk of loss
duc to borrower default. Risk is also mitigated through the
selective sale of loans. If; in the judgment of management, an
account reqtiires the expertise of specialists in workouts and
restructurings, it will be transferred to a spacial account group
for monitoring and resolution. Global Risk Management also
uses a specialized credit group for all adjudication decisions
referred from these special account groups.

The decision-making process for corporate and comruercial
credit exposures is intended to ensure that risks are adequately
assessed, properly approved, continually monitored and actively
managed. All significant credit requests are processed through
the credit adjudication units of Global Risk Management for
analysis and recommendation. Within the risk management
framework, these credit. units have defined authority levels
appropriate Lo the size and risk of each transaction, Where the
decision is beyond these authority levels, the credit. unit will
make a recommendation and refer the request to a senior

RISK MANAGEMENT

credit committee for adjudication. Senior credit committees
alse have defined authority levels and, accordingly, forward
certain transactions to the Risk Policy Committec. In certain
cases, these must be referred 1o the Board of Directors.

The decision-making process beging with an assessment, of
the credit risk of the individual borrower or counterparty. Key
factors considered in the assessment include: the borrower's
current, and projected financial results and credit statistics;
the industry in which the borrower operates; economic trends;
geopolitical risk; and the borrower's management.

Based on this assessment, a risk rating is assigned to the
individual borrower or counterparty, using the Bank's risk rating
systems. A separate risk rating is also assigned at the facility
level, taking into consideration additional factors, such as security,
seniority of claim, structure and term, that affect the amount
of potential loss in the event of a default of the facility.

In making credit adjudication decisions, various internal and
external modeling techniques are used to supplement the risk
analysis of individual borrowers and credit portfolios. In addition,
a risk-adjusted return on equity profitability model is used 10
cnsure that the client and transaction structure offers an appro-
priate return for a given level of risk. For the corporate and
domestic commercial portfolios, the Loan Partfolio
Managerment Group independently reviews the profitability
maodel results, together with external benchmarks, and
provides an opinion on the relative return and pricing of
each transaction above a minimum threshold.

Individual credit expostires are regularly monitored by both
the business line units and Global Risk Management, for any
signs of deterioration. In addition, a review and risk analysis
of each borrower is conducted annually, or more frequently
for higher-risk borrowers.

Banking units and Global Risk Management review the various
segments of the credit portfolio across the organization on a
regular basis 10 assess whether economic trends or specific
eventls may affect the performance of the portfolio, and to
determine whether corrective action needs to be taken. These
reviews include the examination of the risk factors for particilar
industries and countries. The results of these reviews are
reported to Lthe Risk Policy Conunittee and, when significant,
the Executive and Risk Committee of the Board of Directors.
The Risk Policy Committee makes recommendations to the
Board of Directors or the Executive and Risk Committee
regarding amendments to ¢redit policies, including limit
adjustments for various industries and countries.

Consumer

The decision-making process for consumer angd small business
loans is inlended to ensure that credit risks are adequately
assessed, properly approved, continually monitored and actively
managed. Generally, decisions on consumer loans are based
on risk ratings, which are generaled using predictive credit
scoring models. Individual credit requests are processed by
proprietary adjudication software.
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The Bank's credit adjudication and portfolioc management
methodologies are designed to ensure consistent underwriting
and early identification of problem loans. The Bank’s rigorous
credit underwriting methodotogy and risk modeling in Canada
is customer rather than product focused. We believe that a
customer-centric approach provides better risk assessment
than product-based approaches, and should result in lower
loan losses over time, Our adjudication software calculates
the maximum debt for which a customer qualifies. This allows
customers Lo choose the products that salisfy all of their credit
needs. International Banking is migrating to a similar approach
to underwriting and risk modeling.

All significant credit scoring and policy changes proposed by
the business lines are evaluated by Global Risk Management,
which is independent of the business lines. If Global Risk
Management agrees with the proposed change, it is forwarded
to the appropriate Senior Credit Committee for approval.
These credit scoring models are subject to ongoing validation
and independent review by Global Risk Management.
Consumer credit portfolios are reviewed monthly Lo identify
cmerging trends in loan quality and to assess whether
corrective action is required.

Risk rating systems

The evaluation of the credit risk of a borrower, or for a specific
credit facility for a borrower, leads to classification under the
Bank’s various internal risk rating systems. The Bank applies
different methodologies to arrive at risk ratings for the various
unique portfolios. These systems are designed to meet the
objectives of transparency and replicability in order to provide
Bank-wide consistency in terins of credit adjudication, minimum
lending standards by risk ratings and reporting of credit, risk.
The Bank periodically reassesses its risk rating methodologies
and makes enhancements when necessary. A description of the
risk rating systems usecd in various portfolios is given below.

Corporate and commercial portfolios

The Bank uses a dual risk rating system that separately assesses
the risk of borrowers and their associated credit facilities.
Borrower risk is evaluated using methodologies that are specific
to particular industry sectors and/or business lines. The risk
associated with facilities of a given borrower is assesscd by
considering the facilities’ structural and collateral-related
elements.

[nternal borrower and facility risk ratings are assigned when a
facility is first authorized, and are promptly re-evaluated and
adjusted, if necessary, as a resull of changes to the cusiomer’s
financial condition or business prospects. Re-evaluation is an
ongoing process, and is done in the context of: general economic
changes, specific industry prospects, and event risks such as
revised financial projections, interim financial results and
extraordinary announcements. Global Risk Manageimnent is
the ultimate arbiter of internal risk ratings.
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The internal risk ratings are key inputs that affect loan
pricing, computation of the general allowance for credit losses,
and return on economic capital. The internal risk ratings also
determine the management level at which the facilities can be
authorized or amended. Lower-rated credils require increas-
ingly more senior management involvement, or Risk Policy
Committee approval, depending on the aggregate exposure.
The internal risk ratings are also key variables that are consid-
ered as part of the Bank’s syndication process, as guidelines for
hold levels are tied to different risk ratings.

Consumer portfolios

The Banlk’s risk rating systems arc oriented to borrower or
transaction risk. Each retail exposure is assigned a risk grade
based on the customer’s credit history or internal credit score.
The Bank’s automated risk rating systems assess the ongoing
creditworthiness of individual customers on a monthly basis.
This process provides Tor meaningful diffcrentiation of risk,
which allows for accurale, timely and consistent estimation of
loss, as well as early identification and managemenl. of problem
loans.

Market risk

Market risk is the risk of loss in our trading, funding and
investment positions that results from exposure to interest
rates, credit spreads, foreign currency rates, and equity and
commodity prices. A description of each market risk
category is provided below:

Interest rate risk is the risk of loss due to: changes in the level,
slope, and curvature of the yield curve; the volatility of interest
rates; and mortgage prepayment rates.

Credit spread risk is the risk of loss due to changes in the market
price of credit, or the creditworthiness of a particular issuer.

Foreign currency risk is the risk of loss due to changes in spot and
forward prices, and the volatility, of currency exchange rates.

Equity risk is the risk of loss due to changes in the prices, and the
volatility, of individual equity instruments and equity indices.

Commodity price risk is the risk of loss due primarily 10 changes in
spot and forward prices, and the volatility, of precious and base
metals.

Fundin Investments Trading
9

Interest rate risk
Foreign currency risk
Equities risk
Commodities risk
Credit spread risk

Interest rate risk
Foreign currency risk
Equities risk

Credit spread risk

Interest rate risk
Foreign currency risk




Risk measurement summary

Value at Risk

Value at Risk (VAR) is a statistical measure that estimates the
potential loss in value of the Bank's trading positicns due to adverse
market movements, over a defined time horizan with a specified
confidence level. VAR is calculated daily using a 99% confidence
level, a one-day holding period and historical simulations based

on 300 days of market data. This means that about once in every
100 days, the trading book positions may lose more than the VAR
estimate. Changes in VAR between reporting periods are generally
due to changes in levels of exposure, volatilities and/or correlations
among asset classes. VAR is also used to evaluate risks arising in
certain funding and investment portfolios.

Stress testing

VAR measures potential losses in normally active markets. An inherent
limitation of VAR is that it gives no information about how much
losses could exceed their expected levels. Accordingly, stress testing
examines the impact that abnormally large swings in market factors
and periods of prolonged inactivity might have on trading portfclios.
The stress testing program is designed to identify key risks and ensure
that the Bank's capital can easily absorb potential losses from abnormal
events, The Bank subjects its trading portfolios to more than 50 stress
tests on a daily basis, and over 200 stress tests on a monthlybasis. The
Bank also evaluates risk in its investment portfolios on a monthly basis,
using stress tests based on specific market events.

Sensitivity analysis and simulation modeling

Sensitivity analysis assesses the effect of changes in interest rates on
current earnings and on the economic value of assets and liabilities.
It is applied globally to each of the major currencies within the Bank's
operations. Simulation models enable the Bank to assess interest rate
risk under a variety of scenarios over time. The models incorporate
assumptions about growth, planned business mix, changes in interest
rates, shape of the yield curve, embedded product options, maturities
and other factors. Simulation modeling under various scenarios is
particularly important for managing risk in the depaosit, lending and
investment products the Bank offers to its retail customers.

Gap analysis

Gap analysis is used to assess the interest rate sensitivity of the
Bank’s retail, wholesale banking and international operations. Under
gap analysis, interest rate sensitive assets, liabilities and off-balance
sheet instruments are assigned to defined time periods on the basis
of expected re-pricing dates. A liability gap occurs when more
liabilities than assets are subject to interest rate changes during a
given time period. Conversely, an asset-sensitive position arises
when more assets than liabilities are subject to rate changes. -

RISK MANAGEMENT

The Board of Directors reviews and approves all-Bank
market risk policies and limits annualty. The Bank's Liability
Committee (LCO) and Market Risk Management and Policy
Comumittee (MRMPC) oversee the application of the frame-
work set by the Board, and monitor the Bank's markeg risk
exposures and the activities that give rise to these exposures.
The MRMPG establishes specific operating policies, and sets
limits at the product, portiolio, business unit and business line
levels, and for the Bank in total. Limits are reviewed at lcast
annually.

Global Risk Management provides independent oversight
of all significant market risks, supporting the MRMPC and LCO
with analysis, risk measurement, monitoring, reporting and
proposals for standards. The Bank uses a variety of metrics
and models to measure and control market risk exposures.
The measurements used arc selected based on an assessment,
of the nature of risks in a particular activity. The principal
measurement techniques are Value at Risk, stress testing,
sensitivity analysis and sinulation modeling, and gap analysis.
The use and attributes of each of these techniques are noted
in the Risk Measurement Summary. Models are independently
validated prior to implementation and are subject to formal
periodic review,

To ensure compliance with policies and limits, market. risk
exposures are independently monitored on a continuing basis,
either by Global Risk Management or by the back offices. They
provide senior management, business units, the LCO, and the
MRMPC with a series of daily, weekly and monthly reports of
market risk exposures by business line and risk type. The
Board also receives quarterly enterprise risk management
reports on Key exposures and performance,

Funding and investment activities

Market risk arising from the Bank’s funding and investment
activities are identified, managed and controlled through the
Bank's assct-liability management processes. The Liability
Committee meets weekly to review risks and opportunities,
and evaluate performance.

Interest rate risk

The Bank actively manages its interest rate exposures with the
objective of enhancing net interest income within established
risk tolerances. Interest rate risk arising from the Bank’s funding
and investment activities is managed in accordance with
Board-approved policies and global limits, which are designed
10 control the risk to income and economic value. The income
limit. measures the effect of a specified shifl in interest rates on
the Bank's annual net income, while the economic value limit
measures the impact of a specified change in interest rates on
the present value of the Bank’s net assets. Interest rate expo-
sures in individual currencies are also controiled by gap limits.
Gap analysis, simulation modeling, sensitivity analysis and VAR
are used to assess exposures and for planning purposes.

2006 SCOTIABANK ANNUAL REFORT 57




RISK MANAGEMENT

The table below shows the breakcdown of the Canadian dollar
aix] foreign currency interest rate gaps as at October 31, 2006,
and the chart at the right illustrates
trends in one-year interest rate gaps.
As at October 2005, the Bank had a
one-year asset gap in Canadian dollars.
During fiscal 2006, this asset gap was "
reduced to a moderate liability gap in
anticipation of lower interest rates.
The Canadian dollar margin declined 0
in 2006 as a result of the inversion of
the yield curve, a shift. in customer
preferences toward longer term fixed
rate mortgages, and the funding of 03
retail asset growth, in part, through
wholesale deposits.

Interest rate gap
$ billions, one-year
liabifity gap

04 05 06

O Canadian dollar
W Foreign currencies

Table 11 Interest rate gap

Non-inte-
Interest rate sensitivity position*" Within w12 Owver  rest rate
As at October 31, 2006 (§ billions) 3 months months 1year sensitive Total
Canadian doflars
Assets $1440 § 183 § 609 $ 71 %2303
Liabilities 136.7 26.9 43.7 17.0 2303
Gap 73 (8.6) 1.2 9.9
Cumulative gap 13 (1.3) 9.9 -
Foreign currencies
Assets 1076 1.5 1.0 86 1487
Liabilities 115.6 7.3 4.6 212 1487
Gap (8.0) 42 16.4 {12.6)
Cumulative gap (8.0) (3.8) 126 -
Total
Gap $ (07 3 (44 5 276 S (225)
Cumulative gap 0.7 5.1} 225 -
As at October 31, 2005:
Gap $ 49 3 (18 $ 170 5 (203)
Cumulative gap 49 33 203 -

{1) The above figures reflect the inclusion of off-balance sheet instruments, as well as an estimate of
prepayments on consumer and mortgage loans and cashable GICs. The aff-balance sheet gap is
included in liabilities.

The Bank maintained a one-year liability gap in foreign
currencies throughout fiscal 2006. These exposures trended
higher throughout the year. Overall, foreigh currency marging
decreased slightly in 2006,

Based on the Bank’s interest rate positions at year end 2006,
an immediate and sustained 100 basis point rise in interest
rates across all currencies and maturities would increasc net
income afler tax by approximately $58 raillion over the next
12 months. During fiscal 2006, this measure has ranged
between $44 million and $100 million. This same increase
would reduce the after-tax present value of the Bank’s net
assets by upproximately $627 million. During fiscal 2006, this
measure has ranged between $517 million and $714 million.

Foreign currency risk

Foreign currency risk arising from the Bank's funding and
investment activities includes risks from the Bank’s net
investments in self-sustaining foreign operations and from its
net corporate foreign currency positions. The Bank's corporate
foreign currency positions generally consist of foreign currency
profits earned in its domestic and foreign branches.
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The Bank’s exposure to its net investments in self-sustaining
foreign operations is controlled by a Board-approved limit and is
reviewed quarterly by the Liability Commitiee. The Bank may
fully or partially hecdge this exposure by funding the investments
in the same currency, or by using other financial instruments,
including derivatives. In accordance with GAAP, foreign currency
transtation gains and losses fromn net investrments in self-sustaining
foreign operations net of related hedging activitics are recorded
in the cumulative foreign curreney translation account within
shareholders’ equity. While gains/losses on net investments
may increase/reduce the Bank’s capital, depending on the
strength or weakness of the Canadian dellar against other
cwrrencies, the Bank's regulalory capital ralios are nol materially
affected, since the risk-weighted assets of the foreign opera-
tions rise or fall in aboul the same proportion as the change

in capital.

The Bank is subject Lo foreign currency translation risk
on the earnings of its foreign operations, To manage this risk,
foreign currency revenues and expenses, which are primarily
denominated in U.S. dollars and Mexican pesos, are projected
aver a number of future fiscal quarters. The Liability
Committee assesses economic data and forecasts and decides
on the portion of the estimated future foreign currency
revenues and expenses to hedge. Hedging instruments would
normally include foreign currency spot and forward contracts,
as well as foreign currency options. Some of these economic
hedges may not qualify for hedge accounting under current
accounting rules, so there is a potential for a mismatch in the
timing of the recognition of economic hedge gains/losses and
the underlying foreign earnings translation gains/losses. In
accordance with GAAF, foreign currency translation gains and
losses from corporate positions are recorded in earnings.

The translation effect of the strengthening of the Canadian
dollar on the Bank’s earnings is summarized on page 28. In the
absence of hedging activity, a one per cent increase {decrease)
in the Canadian dollar against all the currencies in which we
operale, decreases (increases) our earnings by approximately
$:30 miilion before tax. A similar change in the Canadian dollar
would decrease (increasc) the cumulative foreign currency
translation account in shareholders’ equity by approximately
$101 wmillion.

Investment portfolic risks

The Bank holds investment portfolios for liguidity, longer-termn
capital appreciation or attractive after-tax yields, These portfolios
expose the Bank to interest rate, foreign currency, credit
spread and equity risks. Debt investments primarily consist of
gavernment, agency, and corporate bonds. Equity investiments
include commmon and preferred shares, as well as a diversified
portfolic of third-party managed funds. The majority of these
securities are valued using prices obtained from external
sources. These portfolios are controlled by a Board-approved
policy and limits.

As at. October 31, 2006, the market value of the Bank’s
investment port{olios was $1,001 million over book value,
compared to a surplus of $1,035 million over book value at the
end of fiscal 2005. For further details, see Table 32 on page 77.




Trading activities

Scotiabank's policies, processes and controls for trading activities
are designed Lo achieve a balance between pursuing profitable
trading opportunities and managing earnings volatility within a
framework of sound and prudent. practices. Trading activities
are primarily customer focused, but also include a proprietary
component.

Market risk arising from the Bank’s trading activities is
managed in accordance with Board-approved policies and aggre-
gate VAR and stress testing limits. The quality of the Bank’s VAR
1s validated by regular back testing analysis, in which the VAR is
compared to theoretical and actual profit. and loss results. The
Board reviews VAR and stress testing resulis quarterly. Within the
Board-approved framework, the Market Risk Management and
‘Policy Committee establishes detailed trading policies, and
product and risk Limits, inbluding VAR limits by husiness line.

Global Risk Management independently develops, executes
and analyzes stress testing, sensitivity analysis, VAR calculations
and valuation processes. It also develops models used for limit
monitoring and financial reporting purposes; and reviews and
participates in new product development. Models and policies
are subject to formal periodic review.

Trading portfolios are marked 1o market in accordance with
the Bank’s valuation poticies. Positions are marked to market daily
and valuations are independently reviewed by back office or
Globat Risk Management units on a regular basis. These units
also provide profit and loss reporting, as well as VAR and limit
compliance reporting to business unit management and executive
management for evaluation and action where appropriate.

In fiscal 2006, the one-day VAR for trading activities
averaged $8.9 million, compared to $7.6 million in 2005.

The increase was due primarily to increased equity
exposire. The following table shows VAR by Risk Factor.

One-day VAR by risk factor ($ millions)

2006 2005
Year Year
end Avg High Low end Avg High Low

Interest rate 9.5 62 103 25 46 60 130 31
Equities 28 5.8 9.0 26 43 39 6.0 1.7
Foreign exchange 06 1.4 38 05 1.0 2.0 6.9 0.2
Commodities 0.5 0.9 26 0.3 1.7 1.0 2.5 0.1

Diversification effect (48 (54 NA NA (500 (53) NA NA

All-Bank VAR 8.6 89 133 56 6.6 76 159 49

The histogram to the right shows the distribution of daily
trading revenue for fiscal 2006. Trading revenue averaged $4.0
million per day, compared to $3.6 million for 2005. Revenue
was positive on more than 90% of trading days during the vear,
compared to 95% in 2005. During the year, the largest single
day loss was $7.6 million.

Derivative instruments and structured transactions

Derivatives

The Bank uses derivatives to meet customer needs, generate
revenues from trading activities, tuanage market and credit risks

RISK MANAGEMENT

arising from its lending, funding and investinent activities, and
lower its cosl. of capital. The Bank uses several types of derivative
products, including interest rate swaps, futures and options, to
hedge interest rate risk exposure. Forward contracts, swaps and
options are used to manage foreign currency risk exposures.
Credit exposures in its lending and investment books are man-
aged using credit default swaps. As a dealer, the Bank markets

a range of derivatives to its customers, including interest rate,
foreign exchange, equity, commodity and credil derivatives.

Market, risk arising from derivatives transactions is subject
to the control, reporting and analytical Lechniques noted earlier
under Trading Activities. Additional controls and analytical
techniques are applied to address certain market-related risks
that are unique to derivative products.

To control credil risk associated with derivatives, the Bank
uses the same credit risk management activities and proce-
dures that are used in the lending business in assessing and
adjudicating potential credit exposure. The Bank applies limits
to each counterparty, measures exposure as the current. fair
value plus potential future exposure, and uses credit mitigation
techniques, such as netting and collateralization. Note 23 10
the consolidated financial statements on page 128 summarizes
the remaining term to maturity of the notional amounts of the
Bank’s derivative instruments by type. More than half of the
notional value of the Bank’s derivative instruments mature
within one year, while 88% rature within five years.
Investment grade counterparties account for 85% of the credit
risk amount arising from the Bank’s derivative transactions,
unchanged from last vear.

The Banik’s use of credit derivatives increased year over
year, as notional principal amounts rose by $13.7 billion Lo
$34.8 billion. The growth was in the Bank's trading businesses,
where the aclivity includes trading with customers, structured
transactions and modést proprietary trading. Net credit deriva-
tive trading exposures were not significant. The Bank also uses
credit derivatives in its investment and loan portfolios. Credit
protection is sold as an alternative to bond or loan assels,
while credit protection is bought to manage credit exposures.

Low variability of trading revenues
period ending October 31, 2006
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As at October 31, 2000, the notional value of credit default swaps
sold in the investment. and credit portfolios was $0.4 billion, and
the notional value bought was $1.4 billion.

Where derivative products used for asset-liability manage-
ment (non-trading) purposes are economic hedges, they must
meet specified designation, documentation and effectivencss
testing requirements to qualify for hedge accounting treat-
ment. Further details on the accounting for derivatives can be
found in Note 1 of the 2006 consolidated financial statements
on page 95.

Structured transactions

Structured transactions are specialized transactions that may
involve combinations of cash, other financial assets and deriva-
tives designed to mecet the specific risk management or financial
requirements of customers. These transactions are carciully
evaluated by the Bank to identify and address the credit,
market, legal, tax, reputational and other risks, and are
subiect. to a cross-functional review and sign off by trading
management, Global Risk Management, Taxalion, Finance
and Legal Departments. All large structured transactions are
also subject to review by senior risk management committees
and evaluated in accordance with the procedures described
below in Reputational Risk.

The market risk in these transactions is usually minimal,
and returns are earned by providing structuring expertise and
by taking credit risk. Once executed, structured transactions
are subject to the same ongoeing credit reviews and market risk
analysis as other types of derivatives transactions. This review
and analysis includes careful monitoring of the quality of the
reference assets, and ongoing valuation of the derivatives and
reference assets.

Daily trading revenue vs. Value At Risk
$ millions, November 1, 2005, to October 31, 2006

0 Actual P&L
B VAR, 99%., 1 day holding period

0

Q 02 Q3 Q4
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Liquidity risk

Liquidity risk is the risk that the Bank is unable to meet its
financial obligations in a timely manner at reasonable prices.
Financial obligations include liabilities to depositors,
payments due under derivative contracts, settlement of
securities borrowing and repurchase transactions, and lending
and investment commitments.

Effective liquidity risk management is essential in order to
maintain the confidence of depositors and counterparties, and
1o enable our core businesses to continue 1o generate revenue,
even under adverse circumstances. This risk is managed within
the framework of policies and limits that are approved by the
Board of Directors. The Board receives reports on risk expo-
sures and performance against approved limits. The Liability
Commitiee provides senior management oversight of liquidity
risk and meets weekly to review the Bank’s liquidity profile.
The Bank maintains Hexibility using a comprehensive sel of
liquidity and funding policies in order to address potential
Bank-specific and broader industry or market liquidity events.
The key elements of our liquidity risk framework are:

"« Measurement and modeling — the Bank’s liquidity model meas-

ures an¢l forecasts cash inflows and outflows, including off-bal-

ance sheet cash flows on a daily basis. Risk is managed by a set
of key limits over the maximum net cash outflow over specified
short-term horizons and a miniwn level of core liquidity.

* Funding diversification — the Bank actively manages the
diversification of its deposit Habilities by source, type of
depositor, instrument, term and geographic market.

» Core liquidity — the Bank maintains a pool of highly liquid,
unencumbered assets that can be readily sold or pledged 1o
secure borrowings under stressed market conditions or due
to cormpany-specific events. The Bank also maintains liguid
assets to support ils intra-day settlement obligations in
payment, depository and clearing systeins.

*  Stress testing — the Bank performs liquidity stress testing on a
quarterly basis to evaluate the effect of both industry and
Bank-specitic disruptions on the Bank’s liquidity position.
These tests consider the effect of changes in lunding assump-
tions, depositor behaviour, the market value of core liquidity,
and market variables, including interest rates, foreign currency
rates, and equity and comumnodity prices. The stress test
results are reviewed al. senior levels of the organization and
are considered in making liquidity management. decisions.

¢ Contingency planning — the Bank maintains a liguidity
contingency plan that specifies an approach for analyzing
and responding 1o a liquidity crisis. The plan outlines the
crisis management team’s mandate, the internal and
external parties to be contacted 1o ensure effective
distribution of information, and the actions that need to
be considered at various stages of an event.

Liquidity profile

The Bank maintains large holdings of liquid assets 1o support its
operations, as shown in Table 12 on page 61. These assets gener-
ally can be sold or pledged to meet the Bank’s obligations. As at.




Table 12 Liquidity

As at October 31
{§ millions) 2006 2005 2004 2003 2002

Canadian dollar liguid assets
Cash and deposits with

Bank of Canada $ 4695 4am § 356 § 647 § 868
Deposits with other banks 2,445 1,770 1,255 1,382 636
Securities 53,762 39,361 32,211 34,234 30,310

56,676 41,612 33822 36,263 31,864

Foreign currency fiquid assets

Cash and deposits with

Bank of Canada 3,839 3142 2,624 2,388 1,370
Deposits with other banks 16,623 15,142 12,920 16163 16,348
Securities 20,824 22,180 19,344 20,254 16,194
Call and shert loans 5 - - - -

41,291 40,434 34,888 38,805 34,912

Total l:quid assets
Cash and depasits with

Bank of Canada 4,308 3,623 2,980 3,035 3,238
Deposits with other banks 19,068 16,882 14,175 17,545 17,034
Securities 74,586 61,541 51,555 54,488 46,504

Call and short loans 5 -

§ 97,967 § B2.046 3 68710 $ 75068 § 66,776

Liguid assets as a %
of total assets 25.8% 26.1% 24.6% 26.3% 22.5%

October 31, 2006, liguid assets were $98 billion (2005 — $82 billion),
equal to 26% of total assets, unchanged from the previous vear.
These assels consist of securities, 76% (2005 - 75%), and cash
and deposits with banks, 24% (2005 - 25%).

[n the course of the Bank'’s day-to-day activities, securities
and other assets arc pledged to secure an obligation, partici-
pate in clearing or settlement systems, or operate in a loreign
jurisdiction. Securities may also be sold under repurchase
agrecments. As at October 31, 2006, total assets pledged or
sold under repurchase agreements were $66 billion (2005 -
$48 billion). The year-over-year increase was due to an
increase in assets pledged with respect to securities borrowed
and securities lent, and an increase in securities sold under
repurchase agreements.

Funding

The Bank ensures that its funding Core funds

sources are well diversified. Funding $ billions, October 31

source concentrations are regularly 200

monitored and analyzed by type and

by industry. The principal sources of 160 B

furdding arc capital, deposits drawn — 7

from retail and commercial clients in 120 ] n

the Bank’s extensive domestic and

international branch network, and a0

wholesale funding. We use residential 1 [

mortgage securiiization programs as 40

alternative sources of funding and for

liquidity and asset/liability manage- el L L
02 03 04 05 O

ment purpoeses. To ensure that the
Bank does not place undue reliance on a single entity as a funding
source, Lhe Bank maintains a limit. on the amount of deposits it will
accep! from any one entity. Core funds, represented by capital and
core deposits of the Bank’s retail and commercial clients, were
$178 billion as at October 31, 2006, versus $152 billion last. year.
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This increase was aitribulable primarily to higher balances of
demand and notice deposits and personal term deposits. As at.
October 31, 2000, the Bank's core funds represented 47% of total
funding (2005 — 48%).

Contractual obligations

The table below provides aggregated information about the
Bank’s contractual obligations as at October 31, 2006, which
ilfect the Bank's liquidity and capital resource needs. The
Bank's contractual obligations include contracts and purchase
obligations, including agreements to purchase goods and serv-
ices, that are enforceable and legally binding on the Bank. The
table excludes deposit liabilities (except term funding), other
short-term financing arrangements, lending commitments an
pension atid other retirement benefit obligations, which are
discussed in Notes 10, 22, 21 and 17, respectively, of the 2006
consolidated financial statements.

The Bank prudently diversifies its wholesale funding
actlivities by using a number of different funding programs and
extending its maturity profile, when appropriate. In 2006, the
Bank issued approximately $10.2 billion of term funding in the
domestic, Euro, Yankee and other markets. Term funding by
other entities in the Scotiabank Group increased by approxi-
mately $4 billion in 2006. The cutstanding balance of the Bank’s
subordinated debentures declined in 2006, as an existing issue
was redeemed and nol replaced.

Other long-term liabilities include transactions where the
Bank is the paying agenl. on customer lease transactions, and
term financing bonds in the Bank's foreign subsidiaries.

The Bank leases a large number of its branches, offices and
other locations. The vast majority of these leases are for a tenn of
five years, with an option to renew. The total cost of these leases,
net of rentat income from subleases, was $181 million in 2006.

The Bank has entered into two major outsourcing con-
tracts. The largest is a seven-year contract with 1BM Canada,
sighed in 2001, to manage 1the Bank’s domestic computer oper-
ations, including data centres, branches, automated banking
machines and desktop computing environiment.. This contraci,
was expanded in 2005 to include the computer operations for
Lthe Caribbean and Central America, and Mexico. The contract,
for Mexico was recently renewed and has been extended until
2013. The second is a three-year contract, with two optional
five-year renewals, sighed in 2003 with Symcor Inc, to manage
the Bank’s cheque and bill payment processing, including asso-
ciated statement and report printing activities across Canada.
The first of the five-year renewal optlions has been exercised.
These outsourcing contracts are cancellable with notice.

Contractual obligations

Under Over

{3 millions} Tyear 1-3years  4-Sypars 5 years Total
Teem funding

Wholesale deposit notes 5,798 7,806 5,503 2209 21,3148

Euro MTN 3,029 4,552 2,388 - 9,969
Subordinated debentures - 281 - 1,990 2,21
Other long-term liabilities 90 380 541 912 1913
Subtotal 8917 1309 8,432 5111 35479

Operating leases 166 260 163 196 785

Cutspurcing obligations 203 261 213 407 1,084
Tatal 9286 13,540 8,808 5714 37,348
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Capital commitments

Scotiabank has an ongoing program of capital investment. 1o
provide the necessary level of technology and real estate
resources Lo service our customers and meet new product.
requirements. All major capital expenditures go through a
rigorous review and approval process.

Total capital expenditures were $229 million in 2006, up 34%

from $171 millior it 2005. The increase was primarily in real

estate, which rose $43 million or 39%, due to the planned growth

of our retail branch network in Canada and internationally,
especially in Mexico. Technology-related spending increased
$15 million or 25%, due primarily to the growth and ongoing
upgrades of our ABM network, as well as equipment for new
international branches.

Operational risk

Operational risk is the risk of loss, whether direct or indirect,
to which the Bank is exposed due to external events, human
error, or the inadequacy or failure of processes, procedures,
systems or controls. Operaticnal risk, in some form, exists in
each of the Bank's business and support activities, and can
result in financial loss, regulatory sanctions and damage to

the Bank’s reputation.

The Bank has developed policies, standards and assessment.
methodologies to ensure that operational risk is appropriately
identified, managed and controlled. The goverting principles
and fundamentat components of the Bank's operational risk
management approach include:

s Accountability in the individual business lines for manage-

ment and control of the significant operational risks to
which they arc exposed.
¢ A robust internal control environment.
» An cffective organization structure through which opera-
tienal risk is managed, including:
— A Board of Directors responsible for sound corporate
governance.

— Executive management who have clearly defined areas

of responsibilily.

- A central operational risk management unit responsible

for developing methods to identify, assess and monitor
operational risks.

— Independent specialist units responsible for developing

methods to control/mitigate specific components of
operaticnal risk, including codifying policies and
processes required to control those specific risks.

— Separation of duties between key functions,

— Anindependent internal audit department responsible
for verifying that significant risks are identified and
assessed, and for determining whether appropriaie
controls are in place to ensure Lhat overall risk is at an
acceptable level,

+ A program designed to promote compliance with relevant,
laws and regulatory requirements. Compliance risk is
managed through an established network and a process
that includes: monitoring regulatory changes; conducting
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compliance risk assessments; implementing policies and
procechires; training; and monitoring and resolving issues.

* An operational risk management framework, consisling of
processes and controls o identify, assess, monitor and
manage operational risk.

The following are key components of the Bank’s operaficenal

risk management framework:

* The Bank's risk control self-assessment program, which is
managed by Global Risk Management's central operational
risk management unit, entails formal reviews of significant.
operations to identify and assess operational risks. This
program provides a basis for management to ensure that
appropriate and cffective controls and processes are in
place on an ongoing basis to mitigate operational risk and, il
not, that. appropriate correctlive action is being taken. Where
appropriate, husiness line management develops action
plans to mitigate identified risks. Resulls of these reviews |
are summarized and reported to executive managemenit.

* The Bank’s centralized operational loss event. database,
which is managed and maintained by the central opera-
tional risk management unit, and captures key information
on operational losses. The scope of operational loss event,
data captured within the ceniralized database continues Lo
be enhanced. This data is analyzed, benchmarked against
external data, and reported Lo executive management.

* The Bank's business conlinuity management policies, which
require that all business units develop business continuity
capabilities for their respective functions. The Bank’s ‘
Business Continuity Management Department, is responsible
far governance and oversight of the Bank’s business conti-
nuity, and tracks, monitors and ensures compliance with
these policies.

* Risk mitigation programs, which use insurance policies to
transfer the risk of high severity losses, where feasible and
appropriate.

Reputational risk

Reputational risk is the risk that negative publicity regarding
Scotiabank’s conduct or business practices, whether true or
not, will adversely affect its revenues, operations or
customer base, or require costly litigation or other defensive
reasures.

Negative publicity about an institution’s business practices
may involve any aspect of its operations, but usually relates to
questions of business ethics and integrity, or quality of products
and services. Negative publicity and attendant reputational risk
frequently arise as a hy-prodhuct of some other kind of risk
management control failure.

Reputational risk is managed and controlled throughous
the Bank by codes of conduct, governance practices and risk
management programs, policies, procedures and training. Many
relevant checks and balances are outlined in greater detail
under other risk management sections, particularly Operational
Risk, where reference is made to the Bank’s well-established
compliance program. All directors, officers and employees have




a responsibility to conduct their activities in accordance with
the Scotiabank Guidelines for Business Conduct, and in a
manner that minimizes reputational risk. The activities of the
Legal Department, Corporate Secretary, Public, Corporate &
Government Affairs and Compliance departments, and the
Bank's Reputational Risk Commitiee, are particularly oriented
to the management of reputational risk.

[n providing credit or advice to customers, the Bank considers
whether the transaction or relationship might give rise Lo repu-
tational risk. The Bank has an established, Board-approved
Reputational Risk Policy, as well as a policy and procedures for
managing reputational and legal risk relative to structured
finance transactions. Global Risk Management plays a
significant. role in the identification and management, of reputa-
tional risk related to credit underwriting. Identified reputational
risk issues are referred to the Reputational Risk Committee for
adjudication. In addition, the Reputational Risk Committee is
available to support other risk management committees and
business units with their assessment of reputational risk associ-
ated with business initiatives, products and transactions,

The Committee considers a broad array of factors when
assessing transactions, so that they meet and will be seen to
meet. high ethical standards. These factors include; the extent,
and outcome, of legal and regulatory due diligence pertinent to
the transaction; the econoniic inent of the transaction; the
effect. of the transaction on the transparency of a customer’s
financial reporting; the need for customer or public disclosure;
conflicts of interest; fairness issues; and public perception.

The Committee may impose conditions on customer trans-
actions, including customer disclosure requirements Lo promote
transparency in financial reporting, so that transactions meet
Bank standards. In the event the Committee recommends not.
proceeding with a transaction and the sponsor of the transac-
tion wishes to proceed, the transaction is referred to the Risk
Policy Committee.

Environmental risk

Environmental risk refers to the possibility that
environmental concerns involving the Scotiabank Group or
its customers could affect the Bank's financial performance.

To safeguard the Bank and the interests of its stakeholders,
Scotiabank implemented an environinental policy in 1991
which, with Board approval, has been periodically updated.
This policy, which guides our day-to-day operations, lending
practices, supplier agreements and the management of our real
estate holdings, is supplemented by specific policies and prac-
tices relating Lo individual business lines.

The Scotiabank Environmental Lending Policy cnsures
appropriate consideration is given to environmental risks asso-
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clated with the business operations of each borrower. Such
considerations are factored into the Bank's credit evaluation
procedures. Global Risk Management has primary responsibility
for establishing the processes and standards associated with
this risk. Decisions are taken in the context of the risk manage-
ment framework discussed on page 53.

In 2006, the Bank’s environmental risk practices in the area
of project finance were further enhanced with the adoption of
the revised Equator Principles. These are environmental and
social guidelines for project finance transactions with a capital
cost of US$10 million or higher, based on the policies of the

" International Finance Gorporation, the private sector arm of

the World Bank. The Equator Principies provide safeguards for
sensitive projects to ensure protection of natural habitats and
the righis of indigenous peoples, as well as safeguards against
child and forced labour.

Environmental concerns also play a prominent role in
shaping our real estate practices. The Real Estate Department
adheres to an Environmental Compliance Policy to ensure
responsible management of the Bank's real estate holdings.

In addition, considerable recycling and resource management
programs are in piace in the Bank’s corporate offices and
branch networks. In order to further reduce the Bank's envi-
ronmental {ootpring, we are in the process of developing and
implementing more definitive management processes on energy
and paper use.

To ensure it continues to operate in an environmentally
responsible manner, the Bank monitors policy and legislative
requirements through ongoing dialogue with government,
industry and stakeholders in countries where it operates.
Scotiabank has been meeting with environmental organiza-
tions, industry associations and socially responsible investment
organizations with respect to the role that banks play to help
address the issues of climate change, protection of biodiversity,
promotion of sustainable forestry practices, and other environ-
mental issues important to our customers and comununities
where we operate. We have an ongoing process of reviewing
our policies in these areas. Scotiabank is also a signatory,
participant and sponsor of the Carbon Disclosure Project in
Canada, which provides corporate disclosure to the investment
community on greenhouse gas (GHG) emissions and climate
change management.

For more information on Scotlabank’s environmental
policies and practices, please refer to our annual Public
Accountability Statement/Corporate Social Responsibility
Report, which is also available online at www.scotiabank.com,
and Scotiabank's response to the Carbon Disclosure project at
www.cdproject.net.
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CONTROLS AND ACCOUNTING POLICIES

Controls and procedures

Management’s responsibility for financial information contained

in this annual report is described on page 88. In addition, the

Bank’s Audit and Conduct Review Comrmittee of the Board of

Directors has reviewed this annual report, and the Board of

Directors has reviewed and approved this annual report prior to

its release. Scotiabank is committed to providing timely, accu-

rate and balanced disclosure of all material information and to
providing fair and equal access to such information. The Bank’s
disclosure policies and practices are published on jts website.

Disclosure controls are procedures designed to ensure that
information required to be disclosed in reports filed with, or
submitted to, securities regulatory authorities is recorded,
processed, summarized and reported within the time periods
specified by these regulators. This information is accumulated
and communicated to the Bank’s management, including the
Chief Executive Officer (CEQ) and Chief Financial Officer
(CF0), as appropriate, to allow timely decisions regarding
required disclosure.

Internal control over financial reporting is a process
designed by, or under the supervision of, senior management,
and effected by the Board of Directors, management and other
personnel, to provide reasonable assurance regarding the
reliability of financial reporting and preparation of the Bank's
consolidated financial statements in accordance with Canadian
generally accepted accounting principles {(GAAP), including a
reconciliation to United States GAAP. These controls include
policies and procedures that:

* pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Bank;

¢ provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in
aceordance with GAAP, and that receipts and expenditures
are being made only in accordance with authorizations of
management and directors of the Bank; and

e provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use or disposition of
the Bank's assets that could have a material effect on the
annual financial statements or interim financial statements.
The management of the Bank is responsible for establishing

and maintaining disclosure controls and procedures, and have

designed such disclosure controls and procedures, to cnsure
that the required objectives of these disclosure controls and
procedures have been met.

As of October 31, 2006, the Bank's management. evaluated
the effectiveness of its disclosure controls and procedures, as
defined under the rules adopted by the U.S. Securities and
Exchange Commission (SEC) and the Canadian securities
regulatory authorities. This evaluation was performed under
the supervision of, and with the participation of, the CEO and
CFO. In addition, the Bank's management has assessed whether,
during the 2006 fiscal year, there have been any changes in
the Bank’s internal control over financial reporting that have
materially affected, or are reasonably likely to matenally affect,
the Bank’s internal control over financial reporting.
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The Bank continually reviews and enhances its systems of
controls and procedures. However, because of the inherent
limitations in all control systems, the Bank’s management
acknowledges that its disclosure controls and procedures
will not prevent or detect all misstatements due to error or
fraud. In addition, management's evaluation of controls can
provide only reasonable, not absolute, assurance that all
control issues that may result in material misstaternents, if
any, have been detected.

Based on the evaluation of disclesure controls and proce-
dures, and the assessment of changes in internal control over
financial reporting, the CEO and CFO have concluded that,
subject to the inherent limitations noted above:

« the Bank's disclosure controls and procedures are effective; and

e during the 2006 fiscal year, to the best of their knowledge
and belief, there have been no changes in the Bank’s internal
control over financial reporting that have materially affected,
or are reasonably likely to materially affect, the Bank's
internal control over financial reporting.

Critical accounting estimates

The Bank's accounting policies are integral to understanding and
interpreting the financial results reported in this annual report.
Note 1 on pages 95 to 99 summarizes the significant accounting
policies used in preparing the Bank’s consolidated financial
statements. Certain of these policies require management to
make estimates and subjective judgments that are difficult,
complex, and often related to matters that are inherently
uncertain. The policies discussed below are considered to be
particularly important to the presentation of the Bank's finan-
cial position and results of operations, because changes in the
judgments and estimates could have a material impact. on the
Bank’s financial statements. These estimates are adjusted in the
normal course 1o reflect changing underlying circumstances,

Allowance for credit losses

The allowance for credit. losses, comprising both specific and
general allowances, represents management’s best estimate
of the probabte credit losses in the portfolio of deposits with
banks, securities purchased under resale agreements, loans,
acceptances and other indirect credit conunitments, such as
letters of credit and guarantees.

Management regularly reviews credit quality to assess
the adequacy of the allowance for credit losses. This process
requires the use of estimates and subjective judgments at
many levels. These include identifying credits that are
impaired, and considering factors specific to individual credits,
as well as the impact of portfolio characteristics and risks.

The provision for credit losses could be directly affected by
changes to these estimates, or by the use of different but also
reasonable judgments and estimates.

Specific allowances are an estimate of probable incurred
losses related to existing impaired loans. To determine specific
altowances applicable to individual credit exposures, management
must first form a judgment as to whether a loan is impaired, and
then as to its estimated net realizable value, based on evidence




available about the individual borrower. A loan is considered to
be impaired when, based on management’s judgment, there is
no longer reasonable assurance that interest and principal
payments will be made on a timely basis. In estimating net real-
izable value, management makes estimates and judgments about
the amount and timing of future cash flows, the fair value of any
underlying securily pledged as collateral, costs of realization,
observable market prices, and expectations about the future
prospects of the borrower and any guarantors.

For homogenous portfolios, including credit card loans,
residential mortgages and most personal loans, specific
allowances are determined on a group basis. Management esti-
mates the probable losses inherent in the portfolio by using a
formula method that takes into account recent loss experience,

Overall, credit quality remained strong in 2006. While new
specific provisions were lower in 2006, there were greater
recoveries in 2005, resulting in a small net increase in specific
provisions for credit losses in 2006 compared to 2005.

The general allowance is an estimate of probable incurred
losses that are inherent in the portfolio of loans and lean comit-
ments, but have not yvet been specifically identified on an individ-
ual basis. The Bank determines the general allowance based on
numerous factors, including historical default probabilities, loss
severily in the event of default and exposure at default.
Management makes best estimates of these parameters and, using
an intemally developed model, arrives at an initial quantitative
estimate of the general allowance, Material changes in any of the
above parameters or assumptions would affect the range of
expected credit losses and, consequently, could affect the general
allowance level. If either the probability of default or the loss
severity parameters for the non-retail portfolio were independently
increased or decreased by 10%, the model would indicate an
increase or decrease to the quantitative estimate of approximately
$65 million (2005 - $65 million). Based on the initial calculated
amount. for the general allowance, senior management determines
whether adjustments are necessary to take account of portfolio
conditions not reflected in the historically based credit parame-
ters used in the model. Considerations include observable data,
such as economic trends and business conditions, portfolio
concentrations, risk migrations and recent. trends in volumes and
severity of delinquencies and a component for the imprecision
mherent in the model and model parameters. Management
reviews the general allowance each quarter to assess whether the
allowance is at the appropriate level in relation to the size of the
portfolio, inherent credit risks and trends in portfolio quality.

The general allowance for credit losses as at October 31,
2006 was $1,307 million, a reduction from $1,330 million a year
ago. The impact on the Bank’s portfolio from certain macroeco-
nomic factors — such as high oil prices and interest rates, and
the sustained strength of the Canadian dollar - improved
towards the end of the year. As a result of such favourable
trends, as well as a continuation of favourable credit condi-
tions, the general allowance for credit losses was reduced by
$60 willion in the Consolidated Statement of Income, while
there was a $37 million increase resulting from the conselida-
tion of an acquisition in Peru. This net decline follows a
reduction of $45 million in 2005 and $100 million in 2004,
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Fair value of financial instruments

Financial instruments in the Bank's trading portfolios are
composed primarily of securities and derivatives. These trading
instruments are carried at fair value on the Consolidated Balance
Sheet, with changes in the fair values of trading instruments
included in the Consolidated Statement of Income (see Note 1
for further details on significant accounting policies).

Trading securities are normally valued using quoted market
prices, Most trading derivatives, which include customer-driven
transactions and those undertaken for proprietary positions,
are valued using quoted market prices or valuation models
which incorporate independent and observable market param-
eters. These market inputs include interest rate yield curves,
foreign exchange rates and option volatilities.

Where quoted market prices are not available, fair values
are usually determined using present value or other techniques
based on observable interest rates, foreign exchange rates,
credit spreads and equity prices. Management’s judgment on
valuation inputs is necessary when observable market data is
not readily available. Management also applies judgment in the
selection of valuation models, as well as consideration, on a
portfolio basis, of customer credit risk and ongoing direct
costs in the determination of fair value. Uncertainty in these
estimates can affect the fair value and financial results recorded;
however, the impact of any change in these estimates is not
expected to be significant.

The breakdown of valuation sources for trading securities
and derivatives is shown in the table below. Percentages are
consistent with prior years.

Valuation methodology for trading instruments

Trading assets Trading liabilities

Securities  Derivatives  Securities™  Derivatives

Fair value based on:

Quoted market prices 99.1% 0.0% 100.0% 0.0%
Internal medels with significant

observable market parameters 0.9% 99.0% 0.0% 99.3%
Internal models with significant

unobservable market parameters 0.0% 1.0% 0.0% 0.7%
Total 100.0% 100.0% 100.0% 100.0%

{1) This represents obligations related 1o securities sold short,

Other-than-temparary impairment of investment securities
Investment securities comprise debt and equity securities held
for liquidity and longer-term investment. investment securities
are held at cost or, in the case of debt securities, at amortized
cost. Management reviews the investment securities each quarter
to determine whether the fair value is below the current carrying
value. If this is the case, management determines whether the
decline is other-than-temporary. To assess whether an other-
than-temporary impairment has occurred, management must
make certain judgments and estimates, and considers factors
such as the type of investment, the length of time and extent
to which the fair value of a security has been below its carrying
value, prospecis for recovery in fair value, and the company’s
financial condition and future prospects. Once management
has determined that the security has suffered an other-than-
temporary decline in value, the carrying value of the security is
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written down to its estimated net realizable value. To estimate
net realizabte value, management considers all of the data
gathered during the impairment evaluation process, as well

as the market liquidity and the Bank’s plans for the security.
Other-than-temporary impairments in value are recorded in
net gains on investment securities in other income in the
Consolidated Statement of Income.

As at October 31, 2006, the gross unrealized gains on indi-
vidual investment securities were 1,286 million, and the gross
unrealized losses were $195 million, resulting in a net unreal-
ized gain of $1,09t million before related derivative and other
hedge amounts ($1,001 million after related derivative and
other hedge amounts). As at October 31, 2006, there were
$2,202 million of investment securities that had been in a
continuous unrealized loss position for more than 12 months.
The associated unrealized loss on these securities as at
October 31, 2006 was $45 million, of which $32 million related
to debt securities and $13 million related to equities. Since the
Bank has the ability and intent to hold these securities until
there is a recovery of fair value, which may be at maturity for
debt. securities, these unrealized losses are considered temporary
in nature. Factors considered in determining whether a loss is
other than temporary include: the length of time and exient to
which Tair value has been below cost; financial condition and
near-term prospects of the issuer; and the ability and intent to
held the investment for a period of time sufficient to allow for
any anticipated recovery.

Pensions and other employee future benefits
The Bank provides pension and other future benefit plans for
qualified employees in Canada, the United States, Mexico and
other international operations.

Actuarial methods are used to calculate the annual cost
of these employee future benefits, using management’s best
estimate of certain key assumptions, which are reviewed and
approved once a year. These assumptions include the long-lerm
rate of investment return on plan assets, future compensation,
health care costs, employee tumover, retirement age and mortality.
Management applies judgement when making these estimates,
taking into consideration, among other things, expectations
regarding future economic trends and business conditions,
including inflation rates. As well, management reviews historical
investment returns, salary increases and health care costs. The
discount rate used for measuring the benefit obligation is another
critical assumption used to calculate the pension and other
employee future benefits expense. Management applies litlle
judgment in selecting this rate, since it is generally prescribed 1o
be equal to the current vield on long-term, high-quality corporate
bonds with a duration similar to the benefit obligation.

Differences between actual experience and assumplions
made by management will result in a net actuarial gain or loss,
and will consequently increase or decrease the benefit expense
for future years. In accordance with Canadian GAAP, the
difference is amortized into income over future periods, rather
than being recognized immediately as income. Management
determines whether the unrecognized net actuarial gain or loss
is more than 10% of the greater of the plan assets or benefit
obligation at the beginning of each year. Any unrecognized net
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actuarial gain or loss above this 10% threshold is generally
amortized into income over the estimated average remaining
service period of active employees ranging from 11 to 22 years
for the Bank’s principal pension plans, and 11 to 27 years for
the Bank's principal other benefit plans.

Nole 17 on pages 112 to 113 of the 2006 consolidated
financial statements discloses pension and other employee
future benefit amounts, management’s key assumptions, along
with a sensitivity analysis of changes in these assumptions on
both the benefit obligation and the benefit expense. Note 1 on
pages 95 to 99 of the 2006 consolidated financial statements
contains further details on the significant accounting policies
underlying the accounting for employee future benefits. The
management assumplion with the greatest potential impact is
the assumed long-term rate of return on assets. If this assumed
long-term rate of return on assels was 1% lower (higher), the
benefit expense for 2006 would have been $43 million higher
(lower). Over the past 10-year period, the actual annualized
rate of return of 10.5% on the assets of the Bank’s main
pension plan exceeded the assurmed annualized rate by 3.1%.

Carporate income taxes
Judgment is exercised in determining the provision for income
taxes and future income tax assets and liabilities. The provision
for income taxes is estimated based on management’s expecla-
Lions regarding the income tax consequences of transactions
and events during the period. The Bank operates in imany
jurisdictions, and management interprets the tax legislation for
cach jurisdiction and makes assumptions about the expected
timing of the reversal of teruporary differences that result from
the different treatment of items for tax and accounting purposes.
If management's interpretations of the legislation differ from
those of the tax authorilies, or if the actual timing of the
reversals of the future tax asset and liabilities differs from Lhe
expected timing, the provision for income Laxes could increase
or decrease in future periods. Management is also required to
assess whether it is likely that, the future income tax assets will
be realized prior to expiration and, based on this assessment,
determine if the recording of a valuation allowance is required.
Total gross future tax assets relating to subsidiaries’ unused
income tax losses arising in prior vears were $357 million as
at October 31, 2006 (2005 — $180 million), for which the Bank
established a valuation allowance of $183 mitlion (2005 - $75
million) due 1o uncertainty about the realization of these losses.
The increase in 2006 is related to subsidiaries acquired during
the year. The Bank will adjust the vatuation allowance if and
when there is greater certainty of realizing this fulure tax asset.
The Bank's total net future income tax asset, including the
net amount for tax loss carryforwards, was $1,478 million as at
October 31, 2006 (2005 - $1,233 million). This year’s increase
related primarily to deferred compensation expense and future
tax assets of subsidiaries acquired in 2006. Note 1 on pages
95 to 99 of the 2006 consolidated financial statements contains
further details on the significant accounting policies underlying
accounting for income taxes, and Note 16 on page 111 provides
further informatton with respect to the Bank’s provisions for
income taxes.




Variable interest entities

In the normal cotrse of business, the Bank enters into arrange-
ments with variable interest entities (VIEs) on behalf of its
customers and for its own account. Further details are provided
on page 40 in the Off-balance sheet arrangements section.
Management is required to exercise judgment to determine
whether a VIE should be consolidated. This process invelves
urdlerstanding the arrangements, determining whether the entity
is considered a VIE under the accounting rules, and determining
the Bank’s variable interests in the VIE. These interests are
then compared to those of the unrelated outside parties 1o
identify the party that is exposed to the majority of the VIEs
expected losses, cxpécted residual returns, or both, to deter-
mine who should consolidate the VIE. The comparison uses
both qualitative and quantitative analytical techniques that may
involve the use of a number of assumptions about the business
environment in which the VIE operates and the amount and
timing of future cash flows. Further details with respect Lo the
Bank's involvement. with VIEs are provided in Note 6 to the
consolidated linancial statements on pages 103 1o 104,

Changes in accounting policies

The Bank's significant accounting policies are set out in Note 1
on pages 95 to 99 of the 2006 consolidated financial statements.
Included within that note is a description of the changes in
accounting policies required to be adopled in response 10 new
accounting standards in 2006.

s In July 2006, the Bank early adopted the new Abstract issued
by the Emerging Issues Comunitiee of the Canadian Institute of
Chartered Accountants (CICA), on stock-based compensation
for employecs who are eligible to retire before the vesting
date. This change in accounting policy, which is further
described in Note 1 on page 99, resulted in an adjustment of
8325 million {net of income taxes of $13 million)} to opening
fiscal 2006 retained carnings. The Bank has not restated net
income for any prior period as a result of adopting this
accounting change, as the impact is not material for any
particular period. Adoption of this change resulted in an
increase in net income of $6 million (net of taxes of $3 million}
recorded in the 2006 Consolidated Statement of Income.

Future accounting policy changes

Financial instruments

The GICA has issued three new standards that apply to the Bank,
and coime into effect on November 1, 20006: Financial Instruments
- Recognition and Measurement; Hedges; and Comprehensive
Income. A description of these new standards and how they will
affect the Bank's financial statemetits are set out in Notg 2 on
page 99 of the 2006 Consolidated Financial Statements.

The transitional impact of thesc new standards is still being
evaluated, as guidance from accounting standard setiers with
respect. to certain transitional issucs was not available on a timely
basts in order to allow the Bank to finalize the impact as at
November 1, 2006. The impact, of recording investinent, securities
as available for sale assets at fair value on November 1, 2006
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will be to increase securities by approximately $1,091 million
and increase accumulated other comnprehensive income by
approximately $706 million (after tax).

Related party transactions

The Bank provides regular banking services to its associated
and other related corporations in the ordinary course of
business. These services are on terms similar to those offered
1o non-related parties.

Loans granted to directors and officers in Canada are at
market terms and conditions. Prior to March 1, 2001, the Bank
granted loans Lo officers and eruployees at reduced rates in
Canacla. The loans granted prior to March 1, 2001, are
grandfathered until maturity. In some of the Bank'’s foreign
subsidiaries and branches, in accordance with local practices
and laws, loans may be made available Lo officers of those units
at. reduced rates or on preferred terms. Loans to executive
officers of the Bank totaled $6.7 million as at October 31, 2006
(2005 - $5.1 million), and loans to dircctors totaled $0.1 million
(2005 — 51.0 million).

Directors can use some or all of their fees to buy commeon
shares at market rates through the Directors’ Share Purchase
Plan. Non-officer directors may elect to receive all or a portion
of their fees in the form of deferred stock units which vest.
immediately. Commencing in 2004, the Bank no lenger grants
stock options to non-officer directors (refer to Note 15 of the
Consolidated Financial Statements on page 110).

The Bank may also provide banking services to companies
affiliated with the Bank’s directors. These commercial arrange-
ments are conducted at the same market terms and conditions
provided to all customers and follow the normal credit review
processes within the Bank. The Bank's comumniitted creclit exposure
to companies controlled by directors totaled $533 million as at
October 31, 2006 (2005 - $550 million), while actual utilized
amounts were $303 million (20056 — $311 million).

The oversight responsibilities of the Audit and Conduct,
Review Committee (ACRC) with respect 1o related party trans-
actions include reviewing policies and practices for identifying
transactions with related parties that may materially affect the
Bank, and reviewing the procedures for ensuring compliance
with the Bank Act for related party transactions. The Bank Act.
requirements encotipass a broader definition of related party
transactions than is set out in generally accepted accounting
principles. In addition, the ACRG approves the terms and condi-
tions of all transactions between the Bank and Bank-sponsored
assel securitization special purpose vehicles to ensure that
such transactions are at market terms and conditions. The
Bank has various procedures in place to ensure that related
party information is identified and reported to the ACRC on a
semi-annual basis. The ACRC is provided with detailed reports
that reflect the Bank’s compliance with its established procedures.

The Bank’s Audit Department carries out audit procedures
as necessary to provide the ACRC with reasonable assurance
thit the Bank’s policies and procedures to identify, authorize
and report related party transactions are appropriately
designed and operating effectively.
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Supplementary Data’

Geographic information

Table 13 Net income by geographic segment

2006 2005 2004
Other Other Other
United Inter- United Inter- United Inter-
For the fiscal years (% millions) Canada  States Mexico national Total {anada States = Mewco  natonal Total .{anada  States Mexko national Total
Net interest income $4,029% 71 $ 802 $1,656 $6,558 33,8081 199 § 690 $1,438 $6,135 33,624 § 334 3§ 599 $1,441%5,998
Other income 2,883 581 403 726 4,593 2,737 484 363 716 4,300 2,485 513 3N 727 4,066

Provision for credit losses 273 (a1) 27 17 276 262 (93) 34 70 273 303 54 . & 130 493
Non-interest expenses 4,110 241 630 1,448 6,429 3917 246 669 1,185 6,017 3,794 262 618 1,158 5832

Provision for income taxes 478 138 (17) 153 752 450 216 1 142 809 384 194 iz t75 765
Non-controlling interest - - 15 83 98 - - 10 61 71 - - 15 60 75
Preferred dividends paid 12 2 3 7 24 9 2 2 6 15 6 2 1 3. 12

$2,032$ 312 3 547 § 674 $3,572 $1,907 % 312 § 337 § 690 $3.246 $1,632 § 335§ 278 ¢ 642%2,887
Corporate adjustments™ {23} (62) 5

Net income available to
common shareholders $3,549 $3,184 $2,892

(1) Revenues and expenses which have not been afiocated 1o specific operating business lines are reflected in corporate adjustments.

Table 14 Loans and acceptances by geography

Excludes reverse repos Percentage mix
As at September 30 {4 billons) 2006 2005 2004 2003 2002 2006 2002
Canada
Atlantic provinces $ 127 3 12.1 % 11.3 $ 10.0 $ 9.4 6.2% 5.9%
Quebec 131 9.8 84 7.9 7.1 6.4 4.4
Ontario 81.5 72.4 66.5 60.8 55.5 398 345
Manitoba and Saskatchewan 5.4 5.3 5.1 5.0 4.8 2.6 3.0
Alberta 17.1 14.7 137 11.7 1 8.4 6.9
British Columbia 16.4 14.2 13.3 12.8 12.3 8.0 7.6
146.2 1285 118.3 108.2 100.2 714 62.3
United States 14.3 8.8 9.8 138 21.5 7.0 13.3
Mex:co 9.3 8.5 7.3 7.1 76 4.5 4.7
Other International
Europe 8.1 7.3 6.1 8.0 10.8 4.0 6.7
Caribbean 11.6 101 101 10.2 11.6 5.7 7.2
Latin America 9.2 5.2 4.9 5.1 5.5 4.4 3.5
Other 7.4 6.5 5.0 5.0 52 3.6 3.2
36.3 291 26.1 283 33.1 17.7 20.6
General allowance™ {1.3) (1.3) {1.4) {1.5) (1.5 (0.6) (0.9)
Total loans and acceptances $ 2048 $ 1736 $  160.1 $ 1559 $ 1609 100.0% 100.0%

{1} As at October 31.

Table 15 Gross Impaired loans by geographic segment

As at Qctober 31 (§ miltions) 2006 2005 2004 2003 2002
Canada $ 655 3% 537 % 489 % 675 % 639
United States 119 331 701 1,084 1,688
Mexico 213 190 223 398 464
Other International 883 762 787 1,105 1,221
Total $ 1,870 $ 1820 § 2,200 $ 3262 & 4012

* Certain comparative amounts in this report have been reclassified to conform with current year presentation.
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Table 16 Specific provision for credit losses by geographic segment

SUPPLEMENTARY DATA

For the fiscal years {$ millions) 2006 2005 2004 2003 2002
Canada $ 273 % 264§ 29§ 395 3§ 296
United States (41) (93) 54 270 1,131
Mexico : 27 34 ) 2 (56)
Other International : 17 70 131 226 658
Tota! $ 276 % 275 % 490 § 893 § 2,029
Table 17 Geographic distribution of earning assets
2006
% of
earning
As at September 30 ($ billons} Balance assets 2005 2004 2003 2002
North Amenca
Canada $ 2184 63.3% $ 1872 $ 1669 § 1585 % 1478
United States 11.9 12.2 325 25.0 34.1 46.4
260.3 75.5 219.7 1919 192.6 194.2

Mexico 21.1 6.1 20.4 18.7 18.2 20.3
Europe -
United Kingdom 6.4 19 ° 6.8 7.4 8.1 10.2
Germany 35 1.0 20 35 2.9 28
Ireland 4.8 1.4 4.0 2.0 1.4 1.6
France 2.5 0.7 1.9 1.1 1.5 1.4
Netherlands 1.5 0.4 1.7 0.8 1.5 1.1
Other 34 1.0 4.2 3.4 4.8 5.0

22.1 6.4 20.6 18.2 20.2 22.1
Canhbean
Jamaica 341 0.9 2.8 30 2.6 34
Puerto Rico 2.0 0.6 1.7 1.9 2.1 2.6
Bahamas 2.4 0.7 1.8 1.7 1.7 1.8
Trinidad & Tobago ) 1.5 04 1.7 1.5 1.6 t.7
Other 9.0 2.6 6.1 6.7 6.4 6.9

18.0 5.2 14.1 14.8 14.4 16.4
Latin Amernca
Chile 4.2 1.2 32 3.3 3.4 3.6
Peru 4.1 1.2 0.1 0.2 0.2 0.2
Other 4.3 1.3 3.7 3.3 35 3.7

12.6 3.3 7.0 6.8 7.1 75
Asia
India 1.8 0.5 15 2.0 1.1 1.1
Malaysia 1.3 0.4 1.8 1.4 1.5 1.6
South Korea 1.6 0.5 1.7 14 1.8 2.3
Japan 1.1 0.3 1.0 1.1 1.7 1.6
Hong Kong 1.7 0.5 1.4 09 1.0 1.2
Other 29 0.8 2.7 24 2.0 2.2

10.4 3.0 10.1 9.2 9.1 10.0
Middle East and Africa 1.8 0.5 1.1 0.7 0.4 0.5
General allowance™ {1.3) {0.4) {1.3) (1.4) (1.5) {1.5}
Total $ 3450 1000% $ 2217 § 2585 % 2605 $ 2695

(1) As at Ociober 31.
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Credit risk

Table 18 Cross-border exposure to select countries™
investment in

Interbanrk Government and subsidiaries 2006 2005
As at October 34 (3 millions) Loans depaosits Trade other securities and afliliates” Other Total Total i
Mexico $ 1496 - % - 3 103 3 597 $ 1,892 5 5 b 4,093 $ 3,272 4
Asia !
South Korea $ 473 $ - 3 324 3 528 $ - $ 80 $ 1,405 $ 1,278
Japan 623 8 121 270 - 110 1,132 1,342
Malaysia 358 - 1 350 144 - 853 1,107
India 691 39 523 250 - 21 1,524 1,282 ;
Hong Kong 370 - 25 680 - 7 1,082 955 !
China 353 45 535 46 - 10 989 701 [
Other? 378 96 178 374 - 4 1,030 744

$ 3,246 3 188 § 1,707 $ 2,498 $ 144 ] 232 $ 8015 $ 7409

Latin America

Brazil 3 727 3 - b3 364 $ 375 % - $ 1 $ 1,467 $ 751
Chile 77 - 20 - 294 - 1,085 773 :
Venezuela 2 ' - 14 64 a1 - 161 171 !
Peru 54 - 23 30 278 - 385 14 ]
Costa Rica 368 - 21 - 375 - 764 384 !
El Salvador 222 - 16 - 201 - 439 408 ‘
Other™ 580 9 31 69 - - 689 708 y
§ 2,724 $ 9 $ 489 ) 538 3 1,229 )] 1 b 4,990 $ 3,309

(1) Cross-border exposure represents a claim, denominated in a currency bther than the local one, against a borrower in a foreign country on the basis of ultimate nsk.
{2) Excludes goodwill of $114 {2005 - $116) in Chile, $131 {2005 — $129) n £l Salvadar, and $189 (2005 — nil) in Peru.

(3} Includes Indonesia, The Philippines, Singapore, Taiwan and Thailand.

(&) Includes Argentina, Colombia, Panama and Uruguay.

Table 19 Loans and acceptances by type of borrower

Excludes reverse repos 2006
As at Septernber 30 (1 bilfions) Balance % of 1otal 2005 2004

Loans to househoids

Residential mortgages $ 882 43.1% % 74.6 % 68.3
Credit cards 9.1 4.4 8.6 7.8
Personal loans 294 14.3 256 22.0
126.7 61.8 108.8 98.1
Loans to businesses and governments
Financial services 13.0 6.4 g5 74
Wholesale and retail 10.2 5.0 10.2 10.2
Real estate and construction 7.0 3.4 6.0 56
Qil and gas 5.2 25 3.1 3.1
Transportation 4.9 2.4 4.0 4.1
Automotive 4.7 2.3 58 4.8
Agriculture 34 1.7 29 29
Government 34 1.6 2.0 2.2
Hotels and leisure 34 1.7 2.8 34
Mining and primary metals 31 1.5 2.7 26
Utilities 29 1.4 1.4 1.8
Heaith care 29 1.4 2.0 2.1
Telecommunications and cable 2.5 1.2 1.7 2.0
Media 2.4 1.2 2.0 2.2
Chemical 2.2 1.1 2.2 2.2
Food and beverage 2.2 1.1 2.1 2.2
Forest products 1.5 0.7 1.8 1.4
Other 4.5 2.2 3.9 3.5
79.4 38.8 66.1 63.4
206.1 100.6 174.9 161.5
General allowance™ (1.3) {0.6) {1.3) (1.4}
Total loans and acceptances § 2048 100.0% $ 1736 $ 1603

(1} As at October 31.
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Table 20 Off-balance sheet credit instruments

As at Octeber 31 ($ bilions)

SUPPLEMENTARY DATA

2006 2005 2004 2003 2002
Commitments to extend credit $ 1059 § 999 ¢ 1042 $ 1105 § 1270
Standby letters of credit and letters of guarantee 18.5 15.8 144 14.2 14.8
Securities lending, securities purchase commitments and other 13.0 9.3 4.8 7.7 59
Total $ 1374 $ 1250 & 1234 $ 1324 % 1477
Table 21 Changes in net impaired loans™
For the fiscal years (§ millions) 2006 2005 2004 2003 2002
Gross impaired loans
Bafance at beginning of year $ 1820 § 2200 $ 3241 § 3987 § 4,439
Net additions
New additions 1,262 1,263 1,774 2,634 4,843
Declassifications, payments and loan sales (956) {1,034} (1,680) {1,936) {1,78%9)
306 229 94 698 3,054
Acquisition of subsidiaries 340 64 - - -
Disposal of Scotiabank Quilmes operations® - - - - {1,006)
Writeoffs
Residential mortgages 5 (6) 7 )]
Personal loans {214) (237) (198} (192)
Credit cards (150} (130) (145) (116)
Business and government (174) (277) (632} (610)
{543) (650) {982) (927) (2,376)
Foreign exchange and other {53} (23) {153) (517) (124)
Balance at end of year 1,870 1,820 2,200 3,241 3,987
Speatic allowance for credit losses
Balance at beginning of year 1,139 1,321 1,719 1,892 2,705
Acquisition of subsidiaries 323 5¢ - - -
Specific provision for credit losses 276 275 450 893 2,029
Disposal of Scotiabank Quilmes operations® - - - - (504)
Writeofis {543) {650} (982) (927) {2,376)
Recoveries by portfolio
Residential mortgages 3 i 2 1
Personal loans 71 75 78 79
Credit cards 37 32 32 26
Business and government 70 97 46 58
181 205 158 164 169
Foretgn exchange and other” (76) {71) (B64) (303) {131)
Balance at end of year 1,300 1,139 1,321 1,719 1,892
Net impaired {oans
Balance at beginning of year 681 879 1,522 2,095 1,734
Net change in gross impaired loans 50 (380) {1,041) (746} (452)
Net change in specific allowance for credit losses {161) 182 398 173 813
Balance at end of year 570 681 879 1,522 2,095
General allowance for credit losses 1,307 1,330 1,375 1,475 1,475
Balance after deducting general allowance $ (737) % (649) % (496) § 47 3 620

(1} Excludes net impaired loans pertaining to designated emerging markets in years prior to 2004,

(2} Includes foreign exchange impact.

{3} Includes 35 transferred to other liabilities in 20086, $2 transferred from other liabilines in 2005, and $23 reclassified from country risk allowance and $8 transferred 1o cther

liabilives in 2004.
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Table 22 Provisions for credit losses

For the fiscal years (§ millions) 2006 2005 2004 2003 2002
Specific provisiens for credit losses

Net specific provisions 3 457 3 480 % 648 § 1,057 § 2,198
Recoveries (181) (205) {158) {164} (169)
Net Specific provisions for credit losses™ 276 275 480 893 2,029
General provision {60) {45) {100) - -
Total net provisions for credit losses $ 216 % 230 % 390 % 893 § 2,029

(1) Excluding reversals of cradit losses (2002 - prowsion for credit losses) related to Argentina, net speafic provisions were: 2003 - 3957, 2002 - $£1.575.

Tabla 23 Specific provisions for credit losses by type of borrower

For the fiscal vears ($ millions) 2006 2005 2004
Personal
Residential mortgages $ w0 9 11 3 20
Other personal loans 283 275 221
293 286 241
Businesses and governments
Financial services - 10 (2)
Wholesale and retail 5 11 99
Real estate and construction )] 27 11
Oif and gas - (3 -
Transportation 4 6 (25)
Autemotive 11 [ 26
Agriculture 2 " 50
Government (6) 5 4
Hotels and leisure . (21} 20 (12
Mining and primary metals {10} an M
Utilities {21) 7n 27
Health care 2 3 4
Telecommunications and cable (14} 17 2
Media (4} (3) {12)
Chemical 13 4 (3
Food and beverage 7 (7 73
Forest products (n 10 (4)
QOther 23 12 12
' (k7] an 249
Total specific provisions s 276 % 275§ 490
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Table 24 Non-performing loans by type of borrower

2006 2005
Excluding reverse repos Allowance for Allowance for
As at Ociober 31 {4 millions) Net cradit losses Gross Met credit lossas Gross
Personal
Residential mortgages $ 178  § (138 % 316 % 158§ (106} % 264
Other personal loans 13 (456} 469 10 (356) 366
191 . (594} 785 168 {462} 630
Businesses and governments
Financial services - {9) 9 - (12) 12
Wholesale and reiail 58 (167} 225 55 (122) 177
Real estate and construction 84 (134) 218 36 (92) 128
Qit and gas - - - - (1) 1
Transportation 1 (42) a3 10 (54} 64
Automotive 20 (34} 54 19 (1) 30
" Agriculture 18 {40} 58 17 (37 54
Government : - (8) 8 - (21) 21
Hotels and leisure az2 {(12) 54 82 (S6) 138
Mining and primary metals 4 (40) 44 - (33) 33
Utilities 4 an 21 28 (44) 73
Health care 3 {15) 18 10 (9) : 19
Telecommunications and cable : 88 {38} 126 167 (59) 226
Media 2 7 9 - (9 9
Cherical - (33} 33 37 (24) 61
Food and beverage 1 {37) 38 19 (22} 41
Forest products 5 (15} 20 4 (16) 20
Other 49 {58) 107 27 (56) 84
379 (706) 1,085 513 (677) 1,190
570 $ (1,300} $ 1,870 681 $ (1,139 % 1,820
Allowance for credit losses - general {1,307) (1,330)
Net impaired loans after general allowance $ (737) $ {1,300) & 1870 % 649) % (1.,319) § 1,820
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Capital

Table 25 Capital funding activity

Issues

Maturities/ Redemptions/Repurchases

Tier 1 Capital

Preferred shares

September 28, 2006 $750,000,000 Scotiabank Trust Securities

2006-1

None

Subordinated debentures

February 8, 2006 $300,000,000 7.4% debentures

Table 26 Rislk-weighted assets

due February 8, 2011

As at October 31 ($ billions} 2006 2005
Conversion Weighting’ Risk- Rigk-
factor factor Gross weighted Gross weighted
On-balance sheet
- 0-20%  Cash resources $ 234 $ 44 3§ 205 § 2.8
- 0-100%  Securities™ 95.5 123 735 7.4
- 0-50%  Residential mortgages 89.4 30.3 75.4 253
- 0-100% Loans and acceptances 148.6 103.5 123.2 85.1
- 0-100%  Other assets 22.1 8.2 21.4 5.3
Total on-balance sheet 379.0 158.7 314.0 125.9
Off-balance sheet
Indirect credit instruments
0-10% 0-100% One year and under credit commitments 614 0.8 57.6 1.2
20% 0-100% Short-term trade letters of credit 1.0 0.1 09 0.2
50% 0 - 100% Longer-term credit commitments 445 17.7 423 17.4
50% 0-100% Performance guarantees 84 4.2 6.7 34
100% 0 - 100% Standby letters of credit, letters of guarantee,
securities lending and other commitments 22.1 6.4 17.5 7.5
137.4 29.2 125.0 297
Interest rate instruments
0-15% 0-50% Futures and forward rate agreements 148.0 - 100.1 -
0-15% 0-50% Interest rate swaps 4721 1.3 4159 1.3
0-15% 0-50% Interest rate options 66.1 0.1 649 0.1
686.2 1.4 580.9 1.4
Foreign exchange instruments
1-75% 0-50% Futures and foreign exchange contracis 187.0 14 188.1 1.5
1-75% 0-50% Currency swaps 85.4 2.1 616 1.9
1-75% 0-50% Currency options 5.2 - 4.3 -
287.6 3.5 254.0 34
Other derivative instruments
6-10% 0-50% Equity swaps and options N3 0.7 275 0.8
6-15% 0-50% Credit derivatives 34.8 0.7 21.0 0.5
7-15% 0-50% Other 4.8 0.3 2.9 0.1
70.9 1.7 51.4 1.4
Total off-balance sheet 1,182.1 358 1,011.3 35.9
Total gross and risk-weighted assets 1,561.1 194.5 1.325.3 161.8
Impact of master netting (2.5) 2.3)
Market risk — risk assets equivalent'” 5.0 3.3
Total $ 1,561t § 1970 % 13253 % 1628

(1) Includes assets which are subject to market risk. The risk weighting of these assets is included in “Market fisk - risk assets equivalent.”
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Revenues and Expenses

Table 27 Volume/rate analysis of ¢hanges in net interest income

2006 versus 2005 2005 versus 2004
Increase (decrease) due to change in: Increase (decrease) due to change in
Taxable equivalent basis™ Average Average Net Average Average Net
For the fiscal years (3 milfions} volume rate change volume rate change
Net interest income
Tota! earning assets $ 1930 ¢ 2063 $ 3993 § 1,245 § 433 $ 1,678
Total interest-bearing liabilities (1,130) (2,212) (3,342) (650) {806) {1,456)
Change in net interest income $ 800 % (149) $ 651 % 585 3§ (373) % 222
(1) Refer to the non-GAAP measures on page 28.
Table 28 Other income
2006
VErsus
For the hscal years ($ millans} 2006 2005 2004 2003 2002 2005
Card revenues % 307§ 251 $ 231 % 204§ 280 22%
Deposit and payment services
Depaosit services 622 581 536 479 445 7
Other payment services 144 120 (RIY 114 111 20
766 im b46 593 556 9
Mutual funds 241 193 171 161 174 25
Investment management, brokerage and trust
Retail brokerage 481 427 335 280 304 13
investment management and custody 70 62 53 53 32 14
Personal and corperate trust 115 111 116 122 137 3
666 600 504 455 473 11
Credit fees
Commitment and other credit fees 414 436 477 565 540 (5)
Acceptance fees 116 106 106 119 131 10
530 542 583 684 671 {2)
Trading revenues ' 637 584 476 501 439° 7
Investment banking
Underwriting fees and other commissions 453 433 477 472 405 (8}
Foreign exchange and other 206 187 171 201 187 10
659 680 648 673 . 592 {3)
Net gain on investment securities 37 414 477 159 179 (10}
Securitization revenues 43 79 11 140 162 {46}
QOther 580 475 473 445 EARA 22
Tota) before the undernoted . 4,800 4,529 4,320 4,015 3,843 6
Gains on sale of businesses - - — - 99 -
Total cther income $ 4800 §$ 4529 § 4320 3 4015 3 3,942 - 6%
Percentage increase (decrease) over
previous year 6% 5% 8% 2% (31%

{1) The following items were affected by Argentine charges — trading revenues included a gain of $4, net gain on investment secunties included a charge of $20 and other included
acharge of $87.
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Table 29 Non-interest expenses and productivity

2006
: versus
For the fiscat years ($ millions) 2006 2005 2004 2003 2002 2005
Salanes and employee benefits
Salaries $ 2300 % 1,963 § 1,933 % 200 $ - 2,001 7%
Performance-based compensation ' 936 880 817 801 813 6
Stock-based compensation 164 140 174 119 21 17
Pensions and other employee benefits 568 505 528 440 419 13
3,768 3488 3,452 3.361 3,344 8
Premuses and technotogy
Net premises rent 181 176 170 180 192
Premises repairs and maintenance 60 50 46 44 53 21
Praperty taxes 61 61 58 56 57 -
Computer equipment, software and data
processing 549 519 509 498 456 6
Depreciation 192 173 189 208 243 11
Other premises costs 171 169 167 170 182 1
1,214 1,148 1,139 1,156 1,183 6
Communicaticns
Telecommunications 68 64 63 68 74 6
Stationery, postage and courier 208 191 185 183 207 9
276 255 248 251 281 8
Advertising and busingss development
Advertising and promotion 126 139 113 103 105 {9)
Travel and business development 106 93 97 96 103 14
232 232 210 199 208 -
Professional 174 186 163 141 136 N
Business and capital taxes
Business taxes 98 91 89 90 118 9
Capital taxes 35 56 53 54 5C (38)
133 147 142 144 168 (9)
Other
Employee training 47 45 43 37 42 3
Amortization of goodwi and other intangibles 38 29 27 29 28 29
Other 561 513 438 382 347 10
646 587 508 448 417 10
Total before the undernoted 6,443 0,043 5,862 5,700 5,737 7
Loss on disposal of subsidiary operations™ - - - 31 237 -
Total non-interest expenses $ 6443 3 6,043 $ 5862 $ 5731 $ 5974 7%
Proguctivity ratio (TEBY" 55.3% 56.3% 56.9% 55 9% 55.7%

(1) The loss on disposal of subsidiary operation was incurred for Scotiabank Qunimes,
i2) Taxable equivalent basis. Refer 1o the non-GAAP measures an page 28,
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Table 30 Taxes

2006
versus

For the fiscal years (§ mithons) 2006 2005 2004 2003 2002 2005
Income taxes
Provision for income taxes™ 3 872 % 847 % 786 % 777 5 594 3%
Taxable equivalent adjustment? 440 326 274 278 268 35
Provision for income taxes (TEB)? 1,312 1,173 1,060 1,055 862 12
Other taxes
Payroll taxes 152 137 139 139 149 "
Business and capital taxes 133 147 142 144 168 {9
Goods and services and other 128 132 121 110 114 (4
Total other taxes 413 416 402 393 431 (1)
Total taxes™ $ 1,725 $ 1,589 $ 1,462 § 1,448 $ 1,293 9%

(1) Includes provision for (racavery of) income tax related to the loss on disposal of subsidiary operations for Scatiabank Quifmes in 2003 - $3; 2002 - ${254).
(2) Taxable equivalent basis. Refer te the non-GAAP measures on page 28.
(3) Comprised of $1,035 of Canadian taxes (2005 - $988; 2004 - $910; 2003 - $253; 2002 ~ $811) and $690 of foreign taxes (2005 - $601; 2004 - $552; 2003 - $495, 2002 - 3482).

Other information

Table 31 Components of net income as a percentage of average total assets®”

Taxable equwvalent basis

For the fiscal years {%) 2006 2{105 2004 2003 2002
Net interest income $ 1.95% 2.00% 2.10% 2.16% 2.29%
Pravision for credit losses (0.06) (0.07) (0.14) (0.31} (0.6%)
Other income 1.37 - 1.46 152 1.39 1.33
Net interest and other income 3.26 3.39 3.48 3.24 2.93
Non-interest expenses (1.84) (1.95) (2.06) {1.98) (2.01)
Nat income before the undernoted: 1.42 1.44 1.42 1.26 0.92
Provision for income taxes and non-controlling interest (0.40) (0.40) (0.40) {0.42) {0.34)
Net income 1.02% 1.04% 1.02% 0.84% 0.58%
Average total assets (3 hillions) $ 3507 $ 3094 § 2840 § 7885 § 2969

(1) income from tax-exempt securities has been expressed on an equivalent before-tax basis, The prowision for income taxes has been adjusted by a corresponding amount:
2006 — $440 million; 2005 — $326 million; 2004 - $§274 million; 2003 ~ $278 million; 2002 - $268 milion

Table 32 General allowance and unrealized gains (losses) on investrent securities

As at Qctober 31 (3 millions} 2006 2005 2004 2003 2002
General allowance $ 1,307 % 1,330 $ 1,375 § 1,475 § 1475
Unrealized gains (losses) on investment securities

Commen and preferred shares . 519 % 499 % 502 $ 164 % (131)
Emerging market bonds 584 574 507 512 219
Other fixed income (102) (38) 39 27 (113)

$ 1,001 $ 1,035 3 1048 3 703 % (25)
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Table 33 Assets under administration and management

As ai Septernber 30 (4 bilhions) 2006 2005 2004 2003 2002
Assets under administration
Personal
Retail brokerage $ 697 3 642 % 542 § 474 3 410
Investment management and trust 59.5 57.0 53.4 " 586 57.1
129.2 121.2 107.6 104.0 98.1
Mutual funds 19.8 18.4 15.8 14.2 14.4
Institutional 429 31.8 334 43.8 31.9
Total $ 1919 $ 1714 % 1568 $ 1620 § 1444

Assets under management ‘

Personal $ 100 % 94 3 75 § 70 % 7.8
Mutual funds 13.2 13.4 11.8 11.6 12.2
Institutionat 4.6 3.8 1.9 1.4 1.5
Total $ 27.8 $ 266 9% 21.2 $ 200 % 215

Table 34 Fees paid to the shareholders’ auditors

For the fiscal years ($ millons) 2006 2005 -
Audit services $ 128 % 12.8
Audit-related services 0.1 1.6
Tax services outside of the audit scope 0.3 1.6
Qther non-audit services 0.1 1.4

$ 133 3§ 17.4

{1y PnicewaterhouseCoopers LLP ceased to be the Shareholders' Auditors as of its resignation on December 20, 2G05. Up to December 20, 2005, fees aunbutable to
PricewaterhouseCoapers LLP were approximately $0.4 miltion.

(2) Fees in 2005 relate to the joint Shareholders” Auditors, KPMG LLP and PricewaterhouseCoopers LLP. For the respective categories, the amounts paid to PricewaterhouseCocpers LLP
were $6.3 millien, $0.7 million, $0.7 millien, and $0.7 million, respectively.

78 2006 SCOTIABANK ANNUAL REPQRT




SUPPLEMENTARY DATA

Table 35 Selzacted quarterly information
2006 2005
As at and for the quarter ended G4 G3 Q2 o] Q4 joF} Q2 ol
Cperating results (3 millons)
Net interest income (Tea") 1,783 1,816 1,644 1,605 1,581 1,561 1,552 1,503
Total revenue (TeB™) : 2,999 2,989 2,830 2,830 2,735 2,689 2,688 2,614
Provision for credit losses 32 74 35 75 36 85 35 74
Non-interest expenses . 1,708 1,608 1,565 1,562 1,579 1,517 1,490 1,457
Provision for income taxes (Tes™ 334 344 313 321 289 286 320 278
Net income 897 936 894 852 811 784 8726 - 788
Net income available to commaon sharehclders 890 928 887 844 803 775 822 784
Operating performance
Basic earnings per share (3) 0.90 0.94 0.90 0.85 0.81 0.78 0.82 0.78
Diluted earnings per share (s} 0.89 0.93 0.89 0.84 0.80 0.77 0.81 0.77
Return on equity (%) 21.1 22.8 23.2 216 20.5 19.5 22.3 21.0
Productivity ratio (3)TEB'"} 56.9 53.8 55.3 55.2 57.8 56.4 55.4 55.7
. Net interest margin On total average assets (%)Teg'™ ~ 1.89 1.98 1.97 1.97 1.97 1.97 2.07 2.00

Ba'ance sheet information (3 bilions)
Cash resources and securities 118.9 115.5 113.8 102.0 94.0 959 93.4 891
Loans and acceptances 238.0 225.4 214.4 200.8 198.6 199.5 192.8 188.6
Total assets 379.0 365.0 357.0 325.0 314.0 317.5 308.1 3005
Deposits 263.9 255.2 2476 2275 217.4 2200 2148 206.9
Preferred shares 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.3
Common shareholders’ equity® 16.9 16.5 158 15.6 15.5 15.6 15.3 14.9
Assets under administration 1919 180.9 188.5 1741 1714 166.7 163.0 158.0
Assets under management 27.8 26.6 26.9 26.2 26.6 24.0 23.4 22.6
Capital measures (%)
Tier 1 capital ratio 10.2 10.0 10.2 10.8 11.1 1.1 1.4 1.2
Total capnal ratio 1.7 11.6 11.9 12.8 13.2 1341 13.4 13.5
Common equity to risk-weighted assets® 8.8 8.9 9.0 9.4 9.7 9.7 9.8 9.8
Tangible common equity tc risk-weighted assets®® 83 8.4 8.5 9.0 9.3 9.3 9.5 9.5
Risk-weighted assets (3 billons) 197.0 190.3 180.1 168.9 162.8 163.8 160.1 155.5
Credit qualty
Net impaired loans™ (4 mihons) 570 479 579 659 681 573 666 762
General allowance for credit 10s5es ($ millions) 1,307 1,330 1,330 1,330 1,330 1,375 1,375 1,375
Net impaired loans as a % of loans and acceptances” .24 0.21 0,27 0.33 0.34 0.29 0.35 0.40
Specific provision for credit losses as a % of average loans and

acceptances (annualized) 0.16 0.13 0.07 0.15 0.16 0.17 0.07 0.16
Comron share information
Share price (3}

High 49.50 47.24 48.67 49.80 44.22 42 .64 41.37 41.35

Low 45.36 41.55 45.03 42.89 40.31 39.19 38,63 36.41

Close 49.30 45.55 46.52 46.25 42.99 41.75 39.99 39.50
Shares outstanding (milians)

Average — Basic 989 988 988 989 295 995 396 1,006

Average - Dituted 1,000 999 1,001 1,002 1,008 1,009 1.011 1,021

End of period 990 988 988 988 990 995 994 998
Dividends per share (5) 0.29 0.39 0.36 0.36 0.34 0.34 0.32 0.32
Dividend yield (=) . 3.3 35 3.1 31 32 33 3.2 3.3
Dividend payout ratio™ (%) 43.3 415 40.1 42.2 421 437 38.7 41.1
Market capitalization ¢ bilions) 48.8 45.0 459 457 42.6 41.5 39.7 394
Book value per commeon share® () 17.13 16.66 15.98 15.76 15.64 15.68 15.44 14.95
Market value to book value multiple 2.9 27 2.9 29 2.7 2.7 2.6 26
Price to earnings multiple (trailing 4 quartars) 13.7 13.0 13.9 14.2 13.5 136 13.2 133
(1) Taxable equivalent basis. Refer 1o the non-GAAP measures on page 28,
(2) Refer 1o Note 1 1o the Conschdated Financial Statements on page 99 for the new accounting policy related to stock-based compensation for employees eligible ta retre belare

the vesting date Certain balance sheet figures and ratios have been restated, where applicable, as a result of the adjustment ic retained earrvngs as of Noverhber 1, 2005
{3) Represents common shareholders” equity and non-controlling interest in the common equity of operating subsidianes, 1ess goodw:!l and intangible assets, as a percentage of

nsk-weighted assets,
{4 Net imparred loans are impaed loans less the specific allowance for credit losses.
{5) Represents commaon dividends for the pencll as a percentage of the net income avallable to common shareholders for the period.
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Eleven-year Statistical Review
Consolidated Balance Sheet

As at October 31 (3 millions) 2006 2005 2004 2003
Assets
Cash resources $ 23,376 $ 20,505 ;3 17,155 % 20,581
Securities
Investment 33,012 23,452 15,717 20,293
Trading 62,490 50,007 43,056 42,899
. 95,502 73,459 58.773 63,192
Loans
Residential mortgages 89,590 75,520 69,018 61,646
Parsonat and credit cards 39,058 34,695 30,182 26,277
Business and government 76,733 62,681 57,384 64,313
Securities purchased under resale agreements 25,705 20,578 17,880 22 648
231,086 193,474 174,464 174,884
Allowance for credit losses 2,607 2,469 2,696 3,217
228,479 191,005 171,768 171,667
Other
Customers’ liability under acceptances 9,555 7,576 7,086 6,811
Trading derivatives' market valuation 10,369 11,622 14,158 15,308
Land, buildings and equipment 2,256 1,934 1,872 1,944
Other assets 9,469 7.924 8,360 6,388
31,649 29.056 31,516 30,452
$ 379,006 $ 314,025 $ 279212 $ 285,892
Liabilit.es and shareholders’ equity
Deposits
Personal $ 93,450 $ 83953 % 79,020 $ 76,431
Business and government 141,072 109,389 94,125 93,541
Banks 29,392 24,103 22,051 22,700
263,914 217,445 195,196 192,672
Other
Acceptances 9,555 7.576 7,086 6,811
Obligations related 10 securities sold under
repurchase agreements 33,470 26,032 19,428 28,686
Cbligations related to securities sold short 13,396 11,250 7,585 9,219
Trading derivatives’ market valuation 11,211 11,193 14,054 14,758
Other liabilities 26,457 20,794 15,733 14,145
Nen-controlling interest in subsidiaries 435 306 280 326
94,524 77,151 64,156 73,945
Suberdinated debentures 2,21 2,597 2,615 2,661
Capital instrument liabilities 750 750 2.250 2,500
Shareholders’ equity
Capital stock
Preferred shares 600 &00 300 300
Common shares and contributed surplus 3,425 3,337 3,229 3,141
Retained earnings and cumulative foreign
currency translation losses 13,522 12,165 11,456 10,673
17,547 16,682 14,985 14,114
$ 379,006 $ 314,025 $ 279,212 % 285,892
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2002

2001

2000

1999

1998

SUPPLEMENTARY DATA

1937

1996

$ 20273 $ 20,160 3 18,744 $ 17.115 $ 22,900 $ 18,174 % 14,737
21,602 25,450 19,565 20,030 17,392 17,091 15,835
34,592 27.834 21,821 13,939 12,108 10,508 10,070
56,194 53,284 41,386 33,969 29,500 27,999 25,905
56,295 52,592 50,037 47,916 45 884 41,727 30,683
23,363 20,116 17,988 16,748 18,801 17,764 16,801
77,181 79,460 78,172 69,873 76,542 59,353 50,408
32,262 27,500 23,559 13,921 11,189 8,520 9,112
189,101 179,668 169,756 148,458 152,416 127,364 107,004
3,430 4,236 2,853 2,599 1,934 1,625 1,568
185,671 175,432 166,903 145,859 150,482 125,739 105,436
8,399 9,301 8,807 9,163 8,888 1,575 5,945
15,821 15,886 8,244 8,039 13,675 8,925 8,978
2,101 2,325 1,631 1,681 1,759 1,716 1,523
7.921 8,037 7,456 6,865 6,384 5,025 2,777
34,242 36,549 26,138 25,748 30,706 23,241 19,223

§ 296,380 $ 284,425 § 253,171 § 222691 $ 233,588 $ 195,153 $ 165,301

$ 75558 $ 75,573 $ 68472 $ 65,715 $ 62,656 $ 59,239 $ 47,768
93,830 80,810 76,980 64,070 70,779 56,928 44,981
26,230 29,812 27,948 26,833 32,925 22,808 25,145
195,618 186,195 173,900 156,618 166,360 138,975 117,894
8,399 8,301 8,807 9,163 8,888 7,575 5,945
31,881 30,627 23,792 16,781 14,603 11,559 7,894
8,737 6,442 4,297 2,833 3,121 3,739 6,509
15,500 15,453 8715 8,651 14,360 8,872 8,571
15,678 15,369 14,586 11,667 9,787 9,731 7,387

662 586 229 198 173 137 101
80,857 77,778 60,426 49,293 50,932 41,613 36,407
3,878 5.344 5.370 5,374 5,482 5,167 3,251
2,225 1,975 1,975 1,475 1,475 1,468 1,325
300 300 300 300 300 - -
3,002 2,920 2,765 2,678 2,625 2,567 2,163
10,500 9913 8,435 6,953 6,414 5,363 4,263
13,802 13,133 11,500 9,931 9,339 7,930 6,424

$ 296,380 § 284,425 $ 253171 § 222,691 § 233,588 $ 195,153 $ 165,301
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SUPPLEMENTARY DATA

Consolidated Statement of income

Fof the year ended October 31
{3 mifhons) 2006 2005 2004 2003

Interest Income

Loans 5 12,677 $ 10,053 $ 9,074 % 9,945
Securities 4,124 3,104 2,662 2,859
Deposits with banks 881 646 441 442
17,682 13,803 12,177 13,246
Interest expense
Deposits 8,589 5,755 4,780 5,222
Subordinated dehentures 130 134 112 139
Capital instrument liabilities 53 53 164 182
Other 2,502 1,990 1,410 1,735
11,274 7.932 6,476 7,278
Net interest income 6,408 . 5.871 5,701 5,968
Proviston for credit losses 216 230 390 893
Net interest income after provision for credit losses 6,192 5,641 . 5,311 5,075
Other income 4,800 4529 4,320 4,015
Net interest and other income 10,992 10,170 9,631 9,090

Npn-interpst expenses

Salaries and employee benefits 3,768 3,488 3,452 3,361
Other® 2,675 2,555 2410 - 2,370
Restructuring provisions following acquisitions - - - -
' 6,443 5,043 5,862 5,731
income before the undernoted 4,549 4,127 3,769 3,359
Provision for income taxes 872 847 786 777
Non-controlling interest in net income of subsidiaries 93 71 75 160
Net income % 3,579 3 3,209 3 2,908 ] 2,422
Preferred dividends paid and other 30 25 16 16
Net income avaiiable to common shareholders $ 3,549 $ 3,184 $ 2,892 3 2,406
Average number of common shares outstanding {millions): '
Basic 988 998 1.010 1,010
Diluted 1,001 ' 1,012 1,026 1,026
Earnings per common share (in dollars):
Basic $ 3.59 3 3.19 3 2.87 $ 2.38
$ 3.55 $ 3.15 $ 2.82 3 2.34
Dividends per common share (in doilars) $ 1.50 3, 1.32 3 1.10 $ 0.84

(1) These financial results were prepared in accordance with Canadian GAAP. including the accounting reguirements of the Superintendent of Financial Institutions, other than recording
the increase in the general provision for credit losses as a direct charge to retained earnings in the fourth quanter of 1999, which was in accordance with the accounting reguirements
specified by the Superintendent under the Bank Acl. Had the one-time increase in the general provision of $550 before tax (3314 after-tax) been recorded as a charge to the
Consolidated Statement of Income, these financial resulis woult have been as follows: provision for credit losses $1,185, net income $1,145, basic 2armings per share $1.14 and dilut-
ed earnings per share $1.13.

Diluted
(2) Other non-interest expenses include {3) n 2003 and 2002, a loss on disposal of subsidiary operations of $31 and $237, respectively, and {b) in 1997, a $26 writeoff of goodwill,
|
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SUPPLEMENTARY DATA

2002 2001 2000 1959™ 19938 1997 1996

§ 10,708 $ 13,049 $ 12,129 $ 10,654 § 10,269 $ 8,082 3 7.881
3,087 3,062 2,286 1,874 1,815 1,636 1,757

573 872 916 943 1,007 770 740

14,368 16,983 15,331 13,471 13,091 10,488 10,378
5,519 8,233 8,192 7,284 7,303 5,714 5,969

203 303 324 314 354 260 214

158 136 120 - 99 99 98 95

1,971 2,247 1,616 1,201 1,057 797 841

7,851 10,919 10,252 8,898 8,813 6,869 7,119

6.517 6,064 5,079 4,573 4,278 3,619 3,259

2,029 1,425 765 635 595 35 380

4,488 2,639 4,314 3,938 3,683 3,584 2,879

3,942 4,071 3,665 3,183 2,858 2,683 2,008

8,430 8,710 7,979 7,121 6,541 6,267 4,887

3,344 3,220 2.944 2,627 2,501 2,202 1,910

2630 2,442 2,209 2,149 1,945 1,607 1.327
- - (34) (20) - 250 (20)

5,974 5,662 5,119 4,756 4,446 4,059 3,217

2,456 3,048 2,860 2,365 2,095 2,208 1,670

594 B69 983 860 755 758 665

154 102 43 46 38 34 31

$ 1,708 $ 2,077 $ 1,834 % 1,459 3 1,302 S 1,416 { 974
16 16 16 16 5 1 18

$ 1,692 $ 2,061 $ 1,818 $ 1,443 3 1,297 % 1,415 3 956
1,009 1,001 991 986 G82 953 937

1,026 1,018 1,003 996 993 966 939

$ 1.68 $ 2.06 $ 1.83 $ 1.46 5 1.32 $ 1.48 $ 1.02
3 1.65 $ 2.02 S 1.81 $ 1.45 $ 1.31 5 1.46 $ 1.02
5 0.73 ) 0.62 % 0.50 § 0.44 $ 0.40 S 037 % 0.33
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SUPPLEMENTARY DATA

Consolidated Statement of Changes in Shareholders’ Equity

For the year ended Qctober 31 {$ millions) 2006 2005 2004 2003
Preferred shares )
Balance at beginning of year $ 600 % 300 300 300
Issued - 300 - -
Redeemed - - - -
Balance at end of year 600 600 300 300
Comman shares and contributed surplus
Balance of carmmon shares at beginning of year 3,316 3,228 3,140 3,002
Issued 135 172 117 163
Purchased for cancellation (26) (84) £29) {25)
Balance of common shares at end of year 3,42% 3,316 3,228 3,140
Contributed surpius: Fair value of stock options - 1 1 1
Total 3,425 3,317 3,229 3141
Retained earnings and cumulative foreign
currency translation losses
Balance at beginning of year 12,165 11,456 10,673 10,500
Adjustments (25)" - - -
Net income 3,579 3,209 2,908 2,422
Dividends: Preferred (30) (25) {186) (16)
Common (1,483) (1,317) {1,110) (849)

Net unrealized foreign exchange translation (360 (178) (709 {1,176}
Purchase of shares and premium on redemption (324) (973) (290) (201)
QOther - {7} - 7
Balance at end of year 13,522 12,165 11,456 10,673
Total shareholders’ equity at end of year $ 17,547 3 16,082 14,985 14,114
Other statistics '
Operating performance
Basic earnings per share ($) 3.59 3.19 2.87 2.38
Diluted earnings per share (3} 3.55 3.15 2.82 2.34
Return on equity (%) 221 20.9 19.9 17.6
Productivity ratio {%)(TEB} 55.3 56.3 56.9 55.9
Return on assets {%) 1.02 1.04 1.02 0.84
Net interest margin on total average assets (% XTEB) 1.95 2.00 2,10 216
Capital measures
Tier ¥ capital ratio (%) 10.2 11.1 11.5 10.8
Total capital ratio (%) 1.7 13.2 13.9 - 13.2
Assets tq capital ratio® 17.1 15.1 13.8 14.4
Common equity to risk-weighted assets (%) 8.8 9.7 9.9 9.2
Tangible common equity to risk-weighted assets (%) 8.3 9.3 9.7 8.9
Common share information
Share price ($):

High 49.80 44.22 40.00 33.70

Low 41.55 36.41 31.08 22.28

Close 49.30 42.99 39.60 32,74
Nurnber of shares outstanding (millions) 950 990 1,009 1,011
Dividends per share ($) 1.50 1.32 1.10 0.84
Dividend payout (%} 41.8 414 38.4 35.3
Dividend yield (%}* 33 33 3.1 3.0
Price to earnings multiple* 13.7 13.5 13.8 138
Book vatue per commaon share ($) 17.13 15.64 14.56 13.67
Other information .
Average total assets ($ millions) 350,709 309374 283,986 288,513
Number cf branches and offices 2,191 1,959 1,871 1,850
Number of employees'™ 53,251 46,631 43,928 43,986
Number of automated banking machines 4,937 4,449 4,219 3918

{1) Cumulative effect of adoption of new stock-based compensation accounting standard.
(2) Cumulative effect of adapuen of new goodwill accounting standard.
. (3) Cumulative effect of adaption of new corporate INcome taxes accounting standard.

{4) If the increase in the general prowision had been charged to income (refer to footnote 1 on the previous page), these 1999 finanaial ratios would have been: return on equity 12.0%,
return on assets 0.50%, basic earnings per share $1.14, diluted earmings per share $1.13, dividend payout 38.0% and price earnings multiple 14.3.
(5) In accordance with the guidelines issued by the Supenntendent, the Bank adopted new impaired loans accounting principles established by the CICA.
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SUPPLEMENTARY DATA

2002 2001 2000 1999 1998 1997 1396

$ 300 300 $ 300 300 - - 350
- - - - 300 - -
= - - - - - (350)

300 300 300 300 300 - -
2,920 2,765 2,678 2,625 2,567 2,181 1,994
01 155 87 53 58 406 167
(18) - - = - - -
3,002 2,920 2,765 2,678 2,625 2,567 2,161
3,002 2920 2,765 2,678 2,625 2,567 2,161
9,913 8,435 6,953 6,414 5,363 4,263 3,731
(76)* (39) - (314)s - - (116)>

1,708 2,077 1,834 1,459 1,302 1,416 974
(&) {(16) (16) (1€) (5) (n (18)
(732} 621) (496) (429) (393) (355) (305)
(137) 79 163 (160} 152 43 (19
(154) - - - - - -
{6) (2} (3} ) {5} &) (4)
10,500 35813 8,435 6,953 6,414 5.363 4,263
b 13,802 13,133 3 11,500 9,931 9339 7930 6,424
1.68 2.06 1.83 1.46* 1.32 1.48 1.02
1.65 2.02 1.81 1.45° 1.31 1.46 i.02
13.0 17.3 17.6 15.3"¢ 15.3 20.2 15.8
55.7 546 57.3 60.1 612 63.4 59.9
0.58 0.76 0.77 0.64" 0.61 0.79 0.61
2.29 2.32 2.2% 2.07 2.06 2.08 2.12
9.5 9.3 8.6 8.1 7.2 6.9 6.7
12.7 13.0 12.2 11.9 10.6 0.4 89
14.5 135 13.7 135 14.9 14.2 16.4
8.6 8.1 73 69 6.0 5.8 5.5
.8.3 78 7.0 6.7 5.7 56 55
28.10 25.25 22.83 18.45 22.35 17.05 10.60
21.01 18.65 13.03 14.30 11.40 10.28 7.10
22.94 21.93 21.75 16.80 16.10 15.54 10.57
1,008 1,008 996 989 984 980 950
0.73 0.62 0.50 0.44 .40 0.37 0.33
43.2 30.1 27.3 297" 303 25.1 31.9
3.0 2.8 2.8 2.7 2.4 2.7 3.7
13.7 10.6 11.9 11.5% 12.2 10.5 10.4
13.39 12.74 11.25 8.74 9.18 8.09 6.76
296,852 271,843 238,664 229,037 213,973 179,176 158,803
1,847 2,005 1,695 1,654 1,741 1,658 1,464
44,633 46,804 40,946 40,894 42,046 38,648 34,592
3,693 3,761 2,669 2,322 2,244 2,030 1,526

(6} Based on guidelines issued by the Supenintendent, the Bank's assets to capal ratio s cakulated by dwviding adjusted total assets by totaf regulatory capetal
{7) Dmdend payments as a percentage of net income available to commen shareholders,

(B) Based on the average of the high and low common share price for the year.

({9) Based on the closing common share price.

(10} Includes all personnel (part-time stated on a full-ume equivalent basis) of the Bank and all of Its subsicharies.
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Management"s Report on

Financial Reporting

The management of The Bank of Nova Scctia {the Bank) is responsible
for establishing and maintaining adequate internal control over financial
reporting, and have designed such internal conwrol over finandial reporting
to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of finangial statements for external purpos-
es in accordance with Canadian generally accepted accounting principtes
(GAAP), including a reconciliation to U.S. GAAP.

Management has used the Iniernal Control - Integrated Framework
to evaluate the effectiveness of internal control over financial reporting,
which is a recognized and suitable framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSQ).

Because of its inherent limitations, interna! control over financial
reporting may not prevent or detect misstatements, Alse, projections of

Internal Control over

any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadeguate because of changes in canditions,
or that the degree of compliance with the policies or procedures may
detericrate.

Management has evaluated the design and operation of the Bark's
internat control aver financial reporting as of October 31, 2006, and has
concluded that such internal control over financial reporting is effective.
There are no material weaknesses that have been identified by manage-
ment in this regard. '

KPMG LLP, the independent auditors appointed by the shareholders
of the Bank, who have audited the consolidated financial statements of
the Bank, have also audited management’s assessment of internal centrols
over financial reparting and have issued the repart below,

Rick Waugh
Prasident and Chief Executive Officer

Toronto, December 8, 2006

Luc Vanneste
Executive Vice-President and
Chief Financial Officer

Report of Independent Registered Public Accounting Firm

To the Shareholders of The Bank of Nova Scotia

We have audited management's assessment, included in the accompany-
ing Management’s Report on Internal Control aver Financial Reporting, that
The Bank of Nova Scotia {the Bank) maintained effective internal control
over financial reporting as of October 31, 2006, based on the criteria
established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission
(COSO). The Bank's management is respansible for maintaining effective
internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility
is 10 express an opinion on management's assessment and an cpinion
on the effectiveness of the Bank's internal control over financial reporting
based an our audit.

We conducted our audit in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those stan-
dards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting
was maintained in all material respects. Qur audit included obtaining an
understanding of internal control over financial reporting, evaluating man-
agement’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as
we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for exter-
nal purposes in accordance with Canadian generally accepted account-
ing principtes, including a reconciliation to U.S. generally accepted
accounting principles. A company's internal control over financial
reporting includes those policies and procedures that (1) pertain io the
maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance
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with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and

(3) provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the company’s assets
that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial report-
ing may not prevent or detect misstaternents. Also, projections of any evalu-
ation of effectiveness to future periods are subject to the risk that contrals
may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may ceteriorate,

In our cpinion, management's assessment that the Bank maintained
effective internal control over financiat reporting as of October 31,
2008, is fairly stated, in all material respects, based on the criteria
established in Internal Control — Integrated Framework issued by COSO.
Also, in our opinion, the Bank maintained, in all material respects, effec-
tive internal control over financial reporting as of Octeber 31, 2006,
based on the criteria established in Internal Conirol — Integrated
Framework issued by COSO.

We have also audited the consolidated balance sheet of the Bank as at
Octaber 31, 2006 and the consolidated statements of income, changes in
shareholders’ equity and cash flows for the year then ended in accordance
with Canadian generally accepted auditing standards and the standards
of the Public Company Accounting Oversight Board (United States). Our
report dated December 8, 2006 expressed an unqualified opinion on
those consclidated financial statements.

KPMG LLP
Chartered Accountants
Toronto, Canada,

December 8, 2006
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CONSOLIDATED FINANCIAL STATEMENTS
Management’s Responsibility for Financial Information

The management of The Bank of Nova Scotia (the Bank) is respon-
sible for the integrity and fair presentation of the financial informa-
tion contained in this Annual Report. The consolidated financial
statements have been prepared in accordance with Canadian
generally accepted accounting principles. The conselidated financial
statements also comply with the accounting requirements of the
Bank Act.

The consolidated financial statements, where necessary, include
amounts which are based on the best estimates and judgement of
management. Financial infarmation presented elsewhere in this
Annual Report is consistent with that shown in the consolidated
financial statements.

Management has always recognized the importance of the Bank
maintaining and reinforcing the highest possible standards of
conduct in alt of its actions, including the preparation ang dissemi-
nation of siatements fairly presenting the financial condition of the
Bank. In this regard, management has developed and maintains a
system of accounting and reporting which provides for the neces-
sary internal controls to ensure that transactions are properly
authorized and recorded, assets are safequarded against unautho-
rized use or disposition, and liabilities are recognized. The system is
augmented by written policies and procedures, the careful selection
and training of qualified staff, the establishment of organizational
structures providing an agpropriate and well-defined division of
responsibilities, and the communication of policies and guidelines of
business conduct throughout the Bank.

Management, under the supervision of and the participation of
the Chief Executive Officer and the Chief Financial Officer, have a
process in place to evaluate disclosure controls and procedures and
internal control aver financial reporting in line with Canadian and
U.S. securities regulations.

The system of internal controls is further supported by a profes-
sicnat staff of internal auditors who conduct periodic audits of all

Rick Waugh
President and Chief Executive Officer

Joronto, Canada

December 8, 2006
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aspects of the Bank’s operations. As well, the Bank’s Chief Auditor
has full and free access to, and meets pericdically with, the Audit
and Conduct Review Committee of the Board of Directors. In
addition, the Bank's compliance function maintains policies, proce-
dures and programs directed at ensuring compliance with regulatory
requirements, including conflict of interest rules.

The Office of the Superintendent of Financial Institutions,
Canada, which is mandated 1o protect the rights and interests of
the depositors and creditors of the Bank, examines and enquires
into the business and affairs of the Bank, as deemed necessary, 10
determine whether the provistons of the Bank Act are being
complied with, and that the Bank is in a sound {inancial condition.

The Audit and Conduct Review Committee, composed entirely
of autside directors, reviews the consolidated financial statements
with both management and the independent auditors before such
statements are approved by the Board of Directors and submitted to
the shareholders of the Bank.

The Audit and Conduct Review Committee reviews and regorts
their findings to the Board of Directors on all related party transac-
tions that may have a material impact on the Bank.

KPMG LLP, the independent auditors appointet by the share-
holders of the Bank, have audited the 2006 consolidated financial
staterments of the Bank in accordance with Canadian generally
accepted auditing standards and the standards of the Public
Company Accounting Oversight Board (United States} and have
expressed their opinion upon completion of such audit in the
following report to the shareholders, The Shareholders’ Auditors
have full and free access to, and meet periodically with, the Audit
and Conduct Review Committee to discuss their audit, including
any findings as to the integrity of the Bank's accaunting, financial
reporting and related matters.

Lu¢ Vanneste
Executive Vice-President
and Chief Financial Officer




Shareholders’ Auditors’ Report

To the Shareho'ders of The Bank of Nova Scotia

We have audited the Cansolidated Balance Sheet of The Bank of
Nova Scotia (the Bank) as at October 31, 2006 and the Censoli-
dated Statements of Income, Changes in Shareholders’ Equity and
Cash Flows for the year then ended. These financial statements are
the responsibility of the Bank's management. Qur responsibility is
to express an apinion on these financial statements based on

our audit.

We conducted our audit in accordance with Canadian generally
accepted auditing standards and the standards of the Public
Company Accounting Oversight Board (United States). Those
standards require that we plan and perform an audit to abtain
reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, en a test basis,
evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.

KPMG LLP
Chartered Accountants
Toronte, Canada

December 8, 2006

CONSOLIDATED FINANCIAL STATEMENTS

In cur opinion, these conselidated financial statements present
fairly, in all material respects, the financial position of the Bank as at
October 31, 2006 and the results of its operations and its cash
flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

The Consolidated Balance Sheet as at October 31, 2005 and
the Consolidated Statements of Income, Changes in Shareholders’
Equity and Cash Flows for each of the years in the two-year period
ended October 31, 2005, prepared in accordance with Canadian
generally accepted accounting principles, were audited in
accordance with Canadian generally accepted auditing standards by
KPMG LLP and PricewaterhouseCoopers LLP, who expressed
an opinion without reservation on those statements in the Share-
holders' Auditors’ report dated November 29, 2005.
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CONSOLIDATED FINANCIAL STATEMENTS

Consolidated Balance Sheet

As at Qctober 31 ($ millions) 2006 2005
Assets
Cash resources
Cash and non-interest-bearing deposits with banks $ 2280 | S 2500
interest-bearing deposits with banks | 17,734 15,182
Precious metals 3,362 2,822
23,376 20,505
Securities (Note 3)
Investment 33,012 23,452
Trading 62,490 50,007
95,502 73,459
Loans (Note 4}
Residential mortgages 89,590 75,520
Personal and credit cards 39,058 34,695
Business and government 76,733 62,681
Securities purchased under resale agreements 25,705 20,578
231,086 193,474
Allowance for credit losses (Note 5 (b)) 2,607 2,469
228,479 191,005
Other
Customers” liability under acceptances 9,555 7,576
Trading derivatives’ market valuation (Note 23 (d)) 10,369 11,622
Land, buildings and equipment (Note 7) 2,256 1,934
Goodwill (Note 8) 873 498
Other intangible assets (Note 8) 294 235
Other assets (Note 9} 8,302 7,191
31,649 29,056
$ 379,006 | $ 314,025
Liabilities and shareholders” equity
Deposits {(Note 10)
Personal $ 93,450 | § 83,953
Business and government 141,072 109,383
Banks 29,392 24,103
263,914 217,445
Other
Acceptances 9,555 7.576
Obligations related to securities sold under repurchase agreements 33,470 26,032
Obligations related t¢ securities sold short 13,396 11,250
Trading derivatives’ market valuation (Note 23 {d)) 11,211 11,193
Other liabilities (Note 11} 26,457 20,794
Nen-controlling interest in subsidiaries 435 306
94,524 77,151
Subordinated debentures (Note 12) 2,271 2,597
Capital instrument liabilities (Note 13) 750 750
Shareholders’ equity
Capital stock (Note 14)
Preferred shares 600 600
Commaon shares and contributed surplus 3,425 3.317
Retained earnings 15,843 14,126
Cumulative foreign currency transiation losses (2,321) {1,961)
17,547 16,082
$ 379,006 | § 314,025

Arthur R.A. Scace Rick Waugh
Chairman of the Board President and Chief Executive Officer

The accompanying notes are an integral part of these consofidated financial statements.
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Consolidated Statement of Income
For the year ended October 31 (5 millions)

CONSOLIDATED FINANCIAL STATEMENTS

Interest income
Loans

Securities

Deposits with banks

Interest expense

Deposits

Subordinated debentures
Capital instrument liabilities
Other

Net interest income
Provision for credit losses (Note 5 (b))
Net interest income after provision for credit losses

Other mncome

Card revenues

Deposit and payment services

Mutual funds

Investment management, brokerage and trust services
Credit fees

Trading revenues

Investment banking

Net gain on investment securities (Note 3 {c))
Securitization revenues

Other

et interest and other income

Non-interest expenses

Salaries and employee benefits™
Premises and technology
Communications )
Advertising and business development
Professional

Business and capital taxes

Other

Income before the undernoted

Provision for income taxes (Note 16)

Non-controlling interest in net income of subsidiaries
Net income

Preferred dividends paid

Net income available to commen shareholders

Average number of common shares cutstanding (millions){Note 18):

Basic
Dituted
Earnings per common share (in doliars)® (Note 18):
Basic
Diluted
Dividends per common share {in dollars)

2006 2005 2004

$ 12677 |3 10053 $ 9074
4,124 3,104 2,662

881 646 441
17,682 13,803 12177
8,589 5,755 4,790
130 134 112

53 53 164
2,502 1,990 1,410
11,274 7,932 6,476
6,408 5.871 570
216 230 390
6,192 5.641 5,311
307 251 23

766 701 646

24 193 17

666 600 504

530 542 583

637 594 476

659 680 648

EXR| 414 477

43 79 m

580 475 473
4,800 4,529 4,320
10,952 10,170 9,631
3,768 3,488 3,452
1,214 1,148 1,139
276 255 248

232 232 210

174 186 163

133 147 142

646 587 508
6,443 6,043 5,862
4,549 4127 3,769

872 847 786

98 71 75

$ 35791% 3209 $ 2908
30 25 16

$ 3549 |3 3184 § 2892
988 998 1,010
1,001 1,012 1,026

$ 359 | 8§ 319 % 2.87
$ 355 |% 315 % 2.82
$ 1.50 | § 1.32 % 1.10

{1) Refer to Note 1 for impact of adopting a new accounting policy related to stock-based compensation for employees eligible to retire before the vesting date.

(2} The calculation of earnings per share is based on full dollar and share amounts,

The accompanying notes are an integral part of these consolidated financial statements
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Consolidated Statement of Changes in Shareholders’ Equity

For the year ended October 34 (3 millions) 2006 2005 2004
Preferred shares (Note 14)
Balance at beginning of year $ 600 | § 300 % 300
Issued - 300 -
Balance at end of year 600 600 300
Common shares and contnbuted surplus
Common shares (Note 14):
Balance at beginning of year 3,316 3,228 3,140
Issued 135 172 117
Purchased for cancellation (26} (84} (29)
Balance at end of year 3,425 3,316 3,228
Contributed surplus: Fair value of stock options (Note 15} - i 1
Total 3,425 3,317 3,229
Retained earnings
Balance at beginning of year 14,126 13,235 11,747
Cumulative effect of adopting new accounting policy™ (25} - -
14,101 13,239 11,747
Net income 3,579 3,209 2,908
Dividends: Preferred (30 (25) (16)
Common {1,483) (1,317) (1,110)
Purchase of shares {324) (973} (290)
Other - (7 -
Balance at end of year 15,843 14,126 13,239
Cumulative foreign currency translation losses
Balance at beginning of year (1,961) (1,783) (1,074)
Net unrealized foreign exchange translation® (360) (178) {709}
Balance at end of year (2,321) (1,961) {1,783}
Total shareholders’ equity at end of year $ 17547 | $ 16,082 % 14,985

(1) Represents the cumulative effect of adopting a new accounting policy related to stock-based compensation for ermployees eligible o retire before the vesting date [refer

10 Note 1, Stock-based compensation].

{2} Comprises unreakized foreign exchange translaticn losses on net investments in self-sustaining foreign operations of ${564) (2005 - $(418), 2004 - $(1,085) and gains
from related foreign exchange hedging activities of $204 (2005 - $238; 2004 - $376).

The accompanying notes are an integral part of these consolidated financial statements.
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Sources {uses) of cash flows
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For the year ended October 31 ($ millions} 2006 2005 2004
Cash flows from operating activties
Net income $ 3579 ($ 3209 $ 2908
Adjustments to net income to determine cash flows:
Depreciation and amortization 230 202 216
Provision for credit losses 216 230 390
Future income taxes (178) (231) (87)
Net gain on investment securities (371} (414) 477)
Net accrued interest receivable and payable 79 (204) (103)
Trading securities (13,042) {7,014) {1,514)
Trading derivatives’ market valuation, net 1,305 (400) 350
Qther, net 2,218 1,300 (718)
(5,964} (3,322) 965
Cash flows from financing aclivities
Deposits 44,014 22,282 8,106
Obligations related to securities sold under repurchase agreements 8,245 6,676 (8,011}
Obtigations related to securities sold short 2,190 3,693 {1,528}
Subordinated debentures redemptions/repayments {300) - -
Capital instrument liahilities redemptions/repayments - - (260}
Capital stock issued 118 416 114
Capital stock redeemed/purchased for cancellation (350) (1,057) {319}
Cash dividends paid {1,513) (1,342) (1,126}
Other, net 634 806 {230}
53,088 31,474 (3,254}
Cash flows from investing activities
Interest-bearing deposits with banks (1,664) (2,814) 3,483
Loans, excluding securitizations (37.611) (23,910) (7,598)
Loan securitizations 2,514 2,153 3,514
Investment securities:
Purchases {41,326) {26,200) (24,471)
Maturities 18,011 12,955 14,742
Sales 15,146 10,724 14,384
Land, buildings and equipment, net of disposals (256) (168) (228)
Qther, net (2,099} (276) (59)
(47,285) (27,536) 3,367
Effect of exchange rate changes on cash and cash equivalents {60) (36) (54)
Net change in cash and cash equivalents (221) 580 1,024
Cash and cash equivalents at beginning of year 2,501 1,921 897
Cash and cash equivalents at end of year® $ 2280 1% 2501 % 1,921
Cash disbursements made for:
Interest $ 10,559 |$ 8142 $ 6,581
Income taxes $ 1,012 % 907 § 751

(1) Compnises investments in subsidiaries and business units, and the purchase of assets related to these investments, which are net of non-cash consideration consisting of
common shares issued from treasury of $1 (2005 - $49; 2004 - nil} and net of cash and cash equivalents at the date of acquisition of $167 (2005 — $17; 2004 — nil).
{2} Represents cash and non-interest-bearing deposits with banks.

The accompanying niotes are an integral part of these consolidated financial statements.
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1. Significant accounting policies

The cansolidated financial statements of The Bank of Nova Scotia {the
Bank) have been prepared in accordance with Section 308 of the
Bank Act which states that, except as otherwise specified by the
Superintendent of Financial institutions Canada (the Superinten-
dent), the financial statements are to be prepared in accordance
with Canadian generally accepted accounting principles (GAAP). The
significant accounting policies used in the preparation of these
consolidated financial statements, including the accounting require-
ments of the Superintandent, are surnmarized on the following
pages. These accounting policies conform, in all matenial respects, to
Canadian GAAP In addition, Note 25 describes and reconciles the
significant measurement differences between Canadian and U.S.
GAAP affecting the accompanying consolidated financial statements.

The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities at the date of the financial
statements, and income and expenses during the reporting period. Key
areas where managernent has made difficult, complex or subjective
judgements, often as a resuit of matters that are inherently uncertain,
include those relating to the allowance for credit losses, the fair value
of financial instruments, corporate income taxes, pensions and other
employee future benefits, other-than-temporary impairment of invest-
ment securities and determination of the primary beneficiary of a
variable interest entity (VIE). Actual results could differ from these and
other estimates.

Certain comparative amounts have been reclassified to conform
with current year presentation. Where new accounting policies have
been adopted during the year, the effects of these changes have
been discussed in the respective notes.

Basis of consolidation

The consolidated financial statements include the assets, liabilities,
results of operations and cash flows of the Bank and ail of its
subsidiaries after the elimination of intercompany transactions and
balances. Subsidiaries are defined as corparations controlled by the
Bank, which are normally corporations in which the Bank owns more
than 50% of the voting shares.

Investments where the Bank has significant influence, which is
normally evidenced by direct or indirect ownership of between 20%
and 50% of the voting shares, are accounted for using the equity
method and are included in investment securities in the Consoii-
dated Balance Sheet. The Bank’s share of earnings of such corpora-
tions is included in interest income = securities in the Consolidated
Statement of Income.

Effective November 1, 2004, the Bank adopted a new
accounting guideline issued by the Canadian Institute of Chartered
Accountants (CICA), which requires consolidation of variable interest
entities (ViEs) by the primary beneficiary. The adoption of this
accounting guideline did not have a material impact on the Bank’s
consolidated financial statements [refer to Note 6 for certain disclo-
sures with respect to VIEs). An entity is a VIE when, by design, one
or bath of the following conditicns exist: (a) total equity investment
at risk is insufficient to permit the entity to finance its activities
without additional subordinated support from others; (b) as a
group, the holders of the equity investment at risk lack certain
essential characteristics of a controlling financial interest. The
primary beneficiary is the enterprise that absorbs or receives the
majority of the VIE's expected iosses, expected residual returns, or
both, The VIE guideline also exempts certain entities from its scope.
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Investments in VIEs where the Bank has significant influence,
but where the Bank is not the primary beneficiary, are accounted for
using the equity method.

Translation of foreign currencies

Foreign currency monetary assets and liabilities of the Bank’s
integrated foreign operations and all foreign currency denominated
assets and liabilities of its self-sustaining foreign operations are
translated into Canadian dollars at rates prevailing at the end of the
financial period. Foreign currency non-monetary assets and liabilities
of the Bank’s integrated foreign operations are translatad into
Canadian doltars at historical rates,

Unrealized gains and losses arising upon translation of net
foreign currency investment positions in seli-sustaining branches,
subsidiaries and associated corporaticns, together with any gains or
losses arising from hedges of those net invastment positions, are
credited or charged to cumulative foreign currency translation
gains/losses in the Consolidated Balance Sheet, except as noted
below. Upon sale, reduction or substantial liquidation of an invest-
ment position, the previously recorded unrealized gains or losses
thereon are transferred from cumulative foreign currency translation
gainsflosses in the Consclidated Balance Sheet to the Consolidated
Statement of Income.

Transtation gains and losses arising in the Bank’s integrated foreign
operations, as well as those arising from seff-sustaining foreign opera-
tions in highly inflationary environments, if any, are included in other
income — trading.revenues in the Censolidated Statement of Income.

Revenues and expenses denominated in foreign currencies are
translated using average exchange rates, except for depreciation
and amortization of foreign currency dencminated buildings, equip-
ment and leasehold improvements of the Bank’s integrated foreign
operations, which are translated using historical rates.

Precious metals

Precicus metals are carried at market value and are included in cash
resources in the Consolidated Balance Sheet. The liability arising
from outstanding certificates is also carried at market value and
included in other liabilities in the Consolidated Balance Sheet.

Securties

Securities are held in either the investment or trading portfolio. Invest-
ment securities comprise debt and equity securities held for liquidity
and longer-term investment. Equity securities in which the Bank’s
holdings of voting shares are less than 20% are carried at cost, except
where significant influence is demonstrated, Debt securities held in the
investment account are carried at amortized cost with premiums and
discounts being amortized over the period to maturity to interast
income — securities in the Consalidated Statement of income. When
there has been a decline in value of debt or equity securities that is
other than temporary, the carrying value of the securities is appropri-
ately reduced. Such reductions, if any, together with gains and losses
on disposals, which are determined on an average cost basis, are
included in other income - net gain on investment securities in the
Consolidated Statement of Income.

Trading securities are intended to be held for a short period of time
and are carried at market value. Gains and losses on disposal and adjust-
ments to market value are included in other income - trading revenues
in the Consolidated Statement of Income. Where securities are used {0
manage the volatility of stock-based compensation, gains and losses on
disposal and adjustments to market value are included in non-interest
expenses — salaries and employee benefits in the Consolidated State-
ment of Income,
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Secunties purchased under resale agreements and cbligations
related 1o secunties sold under repurchase agreements

The purchase and sale of securities under resale and repurchase
agreements are treated as collateralized lending and borrowing
transactions and are recorded at cost. The related interest income
and interest expense are recorded on an accrual basis.

Obligations related to securities sold short

The Bank’s obligation to deliver securities sold that were not owned
at the time of sale is recorded at fair value. Realized and unrealized
gains and losses are recorded in other income — trading revenues in
the Consoclidated Statement of Income. Interest expense accruing on
debt securities sold short is recorded in interest expense in the
Consolidated Statement of Income,

Loans

Loans are stated net of any unearned income and of an allowance
for credit losses. Interest income is accounted for on the accrual
hasis for alt loans other than impaired loans. Accrued interest is
included in other assets in the Consolidated Balance Sheet.

A loan is ¢lassified as impaired when, in management’s opinion,
there has been a deterioration in credit quality to the extent that there
is no longer reasonable assurance of timely collection of the full
amount of principal and interest. If a payment on a lcan is contractually
90 days in arrears, the loan will be classified as impaired, if not already
classified as such. unless the loan is fully secured, the collection of the
debt is in process, and the collection efforts are reasonably expected to
result in repayment of the loan or in restoring it to a current status
" within 18C days from the date a payment has becorne contractually in
arrears. Finally, a loan that is contractually 180 days in arrears is classi-
fied as impaired in all situations, except when it is guaranteed or
insured by the Canadian government, the provinces or a Canadian
government agency; such loans are classified as impaired if the loan is
contractually in arrears for 365 days. Any credit card loan that has a
payment that is contractually 180 days in arrears is written off.

When a loan is classified as impaired, recognition of interest
ceases. Interest received on impaired loans is credited to the carrying
value of the loan.

Loans are generally returned to accrual status when the timely
collection of both principa!l and interest is reasonably assured and all
delinquent principal and interest payments are brought current.

Foreclosed assets meeting specified criteria are considered to be
held for sale and are recorded at fair value less costs to sell. If the
specified criteria are not met, the asset is considered to be held for
use, measured initially at fair value and accounted for in the same
manner as a similar asset acquired in the normal course of business.

Loan fees are recognized in intérest income over the appropriate
lending or commitment period. Mortgage prepayment fees are
recognized in interest income when received, unless they relate to a
minor medification to the terms of the mortgage, in which case the
fees are deferred and amortized over the remaining period of the
original mortgage. Loan syndication fees are included in credit fees
in other income when the syndication is completed.

Allowance for credit losses

The Bank maintains an allowance for credit losses which, in manage-
ment’s opinion, is adequate to absorb all incurred credit-related losses in
its portfolic of the following on-and off-balance sheet iterns; deposits
with banks, securities purchased under resale agreements, loans, accept-
ances and other indirect credit commitments, such as letters of credit
and guarantees. The allowance for credit losses consists of specific
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allowances and a general allowance which are reviewed on a regular
basis. Full or partial write-offs of loans are generally recorded when
management believes there is no realistic prospect of full recovery. Actual
write-offs, net of recoveries, are deducted from the allowance for

credit losses.

Specific alfowances

Specific allowances, except those relating to credit card loans, resi-
dential mortgages and most persenat loans, are determined on an
item-by-item basis and reflect the associated estimated credit loss. In
the case of loans, the specific allowance is the amount that is required
to reduce the carrying value of an impaired loan to its estimated real- -
izable amount. Genrerally, the estimated realizable amount is deter-
mined by discounting the expected future cash flows at the effective
interest rate inherent in the loan at the date of impairment. When
the amounts and timing of future cash flows cannot be measured
with reasonable reliability, either the fair value of any security under-
lying the loan, net of expected costs of realization and any amounts
legally required to be paid to the borrower, or the observable
market price for the loan is used to measure the estimated realizable
amount. The change in the present value attributable to the passage
of time on the expected future cash flows is reported as a reduction
of the provision for credit losses in the Consclidated Statement of
income, Specific altowances for credit card loans, residential mort-
gages and most personal loans are calculated using a formula
method taking into account recent loss experience. The allowance for
credit losses against on-balance sheet items is reflected as a reduction of
the related asset category, and allowances relating te off-balance sheet
iterms are included in other liabilities in the Consolidated Balance Sheet.

General allowance

The general allowance is established against the loan portfolio in
raspect of the Bank's core business lines where prudent assessment by
the Bank of past experience and existing economic and portfolio
conditions indicate that it is probable that losses have occurred, but
where such losses cannot be determined on an item-by-item basis.

The general allowance for business and government loans is
underpinned by a risk rating process in which internal risk ratings are
assigned at the time of loan origination, monitored on an ongoing
basis, and adjusted to reflect changes in underlying credit risk. With
the internal risk ratings as the foundation, the allowance is initially
calculated through the application of migration and default statistics
by risk rating, loss severity in the event of default, and exposure at
default patterns within each of the business line portfolios, Based
upcn recent observable data, senior management forms a judgement
whether adjustments are necessary to the initially calculated (quantita-
tive) allowance and the amount of any such adjustments. In making
this judgement, management considers observable factors such as
economic trends and business conditions, portfolio concentrations,
and trends in volumes and severity of delinquencies.

For personal loan, credit card and mortgage portfolios, expected
josses are estimated through analysis of historical loss migration and
write-off trends.

The lavel of the general allowance is re-assessed quarterly and may
fiuctuate as a resuit of changes in portfolio volumes, concentrations and
risk profile; analysis of evalving trends in probability of loss, severity of
loss and exposure at default factors; and management’s current assess-
ment of factors that may have affected the condition of the portfolic.

While the total general allowance is established through a step-
by-step process that considers risk arising from specific segments of
the portfolio, the resulting total general allowance is available to




absorb all incurred losses in the loan portfolio for which there has
been no specific provision.

The general allowance for credit losses s recorded as a reduction
of loans in the Consolidated Balance Sheet.

Sales of loans

Transfers of loans to unrelated parties are treated as sales provided
that control over the transferred loans has been surrendered and
consideration other than beneficial interests in the transferred loans
has been received in exchange. If these criteria are not satisfied, then
the transfers are treated as financing transactions. If treated as sales,
the loans are removed from the Consolidated Balance Sheet and a
gain or loss is recognized in income immediately based on the
carrying value of the loans transferred, allocated between the assets
sold and the retained interests in proportion to their fair values at the
date of transfer. The fair values of loans sold, retained interests and
recourse liabilities are determined using either quoted market prices,
pricing models which take into account management'’s best estimates
of key assumptions such as expected losses, prepayments and
discount rates commensurate with the risks involved, or sales of
similar assets. Where the Bank continues to service the loans sold, a
servicing liability or asset is recognized and amortized over the serv-
icing pericd as servicing fees. '

Retained interests in securitizations that can be contractually prepaid
or otherwise settled in such a way that the Bank would not recover
substantially all of its recorded investment are classified in investment
securities in the Consolidated Balance Sheet. Such retained interests are
tested reguiarly for other-than-temporary impairment. When there has
been an adverse change in the expectéd cash flows and the fair value of
such retained interests is less than the carrying value, the retained

interest’s carrying value is reducad to that fair value by a charge to securi-

tization revenues in the Consolidated Statement of Income. Other
retained interests are classified and ac¢ounted for as loans.

For securitizations of loans, gains and losses on sale and servicing
fee revenues are reported in other income — securitization revenues
in the Consolidated Statement of Income. Where a servicing liability
or asset is recognized, the amount Is recorded in cther liabilities or
other assets in the Consolidated Balance Sheet.

For the sale of performing loans {other than by way of securitiza-
tion), which is one of the Bank's credit risk management strategies, gains
and losses are reported in other income - other. Gains and losses on
sales of impaired loans are reported in the provision for credit losses in
the Consolidated Statement of Income.

Acceptances

The Bank’s potential liability under acceptances is reported as a liability
in the Consolidated Balance Sheet, The Bank has equivalent claims
against its customers in the event of a call on these commitments,
which are reported as an asset. Fees earned are reported in other
income — credit fees in the Consolidated Statement of Income.

Land, buiid:ngs and equipment
Land is carried at cost. Buildings, equipment and computer software,
and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization are
calculated using the straight-line method over the estimated useful
life of the related asset as follows: buildings — 40 years, equipment
and ¢computer software - 3 to 10 years, and leasehcld improvements
— term of lease.

The Bank performs impairment testing on its long-lived assets
when events or changes in circumstance indicate that an asset’s
carrying value may not be recoverable. The asset is written down to
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fair value when the carrying value of the asset exceeds the projected
future undiscounted cash flows.

Net gains and losses on disposal are included in other income — other,
in the Consolidated Statement of Income, in the year of dispesal.

Goodwill and cther intangible assets

Goodwill s the excess of the purchase price paid over the fair value
of the net assets purchased in the acquisition of a subsidiary or a VIE
that is a business where the Bank is the primary beneficiary.

Goodwill and other intangible assets with indefinite useful lives
are not amortized, but are subject to impairment tests on at least an
annuai basis. Goodwill is allocated to reporting units and any poten-
tial goodwill impairment is identified by comparing the carrying value
of a reporting unit with its fair value. }f any potential impairment is
indicated, then it is quantified by comparing the carrying value of
goodwill to its fair value, calculated as the fair value of the reporting
unit less the fair value of its assets and liabilities.

Intangible assets, other than goodwill, which do not have indefi-
nite useful lives are amortized on a straight-line basis over their
useful lives not exceeding 20 years. These intangible assets are
subject to an impairment test when evenis and circumstances indi-
cate the carrying amounts may not be recoverable. The amortization
of intangible assets is recorded in other non-interest expenses in the
Consolidated Statement of Income.

Capitat instrument habsiities

Capital instruments that must or can be settled by issuing a variable
number of the issuer's own equity instruments are required to be
presented as liabilities rather than as equity. These instrumenis are
classified as either deposit liabilities or capital instrument liabilities in
the Consolidated Balance Sheet, with the disbursements recorded in
interest expense.

Corporate income taxes
The Bank follows the asset and liability method of accounting for
corporate incorne taxes. Under this method, future tax assets and
liabilities represent the cumutative amount of tax applicable to
temporary differences between the carrying amount of the assets and
liahilities, and their values for tax purposes. Future tax assets and
liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled.
Changes in future income taxes related to a change in tax rates are
recognized in income in the period in which the tax change was
enacted cr substantively enacted.

Future tax assets and liabilities are included in other assets and
other liakilities in the Consolidated Balance Sheet.

Dernvative instrurmnents

Derivative instruments are financial contracts whose value is derived
from interest rates, foreign exchange rates or other financial or
commodity indices. Most derivative instruments can be character-
ized as interest rate contracts, foreign exchange and gold contracts,
commadity contracts, equity contracts or credit contracts. Derivative
instruments are either exchange-traded contrdcts or negotiated
over-the-counter contracts. Exchange-traded derivatives include
futures and option contracts. Negotiated over-the-counter deriva-
tives include swaps, forwards and options.

The Bank enters into these derivative contracts for trading
purposes, as well as to manage its exposures, mainly to currency
and interest rate fluctuations, as part of the Bank's asset/liability
management. Trading activities are undertaken to meet the needs of
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the Bank's customers, as well as for the Bank’s own account o
generate trading income.

Trading derivatives are carried at their fair values [refer to Note
23(d)]. The determination of the fair value of trading derivatives
includes consideration, on a portfolio basis, of customer ¢redit risk
and ongoing direct costs over the life of the instruments. The gains
and losses resulting from changes in fair values are included in other
income — trading revenues in the Consalidated Statement of
Income. Unreatized gains and unrealized losses on trading deriva-
tives are reported separately in the Consolidated Balance Sheet as
trading derivatives’ market valuation.

Derivative instruments designated as " assetAiability manage-
ment” (non-trading) are those used to manage the Bank's interest
rate, foreign currency and other exposures. These include instru-
ments that meet specified criteria to be designated as hedges for
accounting purposes.

The Bank formally documents all relationships between hedging
instruments and hedged items, as well as its risk management
objective and strategy for undertaking hedge transactions. This
process includes linking all derivatives to specific assets and liabilities
on the Consolidated Balance Sheet or to specific firm commitments
or forecasted transactions. The Bank also formally assesses both at
the hedge’ inception, and on an ongoing basis, whether the deriva-
tives that are used in the hedging transactions are highly effective in
offsetting changes in {air values or cash flows of hedged items.

Income and expenses on derivative instruments designated and
qualifying as hedges are recognized in the Consolidated Statement
of income in the same period as the related hedged item. If a desig-
nated hedge is no longer effective, the associated derivative instru-
ment is subsequently carried at fair value. Asset/liability
management derivatives that do not qualify {for hedge accounting
are carried at fair value in the Consolidated Balance Sheet, and
subsequent changes in their fair value are recorded in the Consoli-
dated Statement of Income as follows: interest rate-related contracts
in net interest income; options used in managing investment securi-
ties in net gain on investment securities; and other derivative
contracts in other income — other. Accrued income and expenses,
and deferred gains and losses are included in other assets and other
liabilities, as appropriate, in the Consofidated Balance Sheet.

where the Bank manages its exposures using written credit
default swaps, these derivatives are carried at fair value with
changes in their fair value included in other income - other, in the
Consolidated Statement of Income. Where derivative instruments
are used to manage the volatility of stock-based compensation,
these derivatives are carried at fair value with changes in their fair
value included in salaries and employee benefits expense, in the
Consolidated Statement of Income.

Employee future benefits

The Bank provides pension and other future benefit plans for quali-
fied employees in Canada, the United States and other international
operations. Pension benefits are generally based on an employee’s
length of service and the final five years' average salary. Other
future benefits provided include post-retirement health care, dental
care and life insurance, along with post-employment benefits and
compensated absences.

The cost of these employee future benefits is actuarially deter-
mined each year using the projected benefit method prorated on
service. The calculation uses management’s best estimate of a
number of assumptions - including the long-term rates of invest-
ment return on plan assets, future compensation, health care costs,
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mortality, as well as the retirement age of employees. The discount
rate is based on market conditions as at the calculation date. The
ekpected return on plan assets is generally based on a market-
related value of plan assets, where gains or losses on equity invest-
ments are recognized over three years; fixed income investments are
recognized at market value. The Bank's main pension plan uses a
measurement date of August 31, while the other principal employee
future benefit plans use a luly 31 date.

Past service costs, from plan amendments that impact previously
earned employee benefits, are amortized on a straight-line basis
aver the estimated average remaining period to full benefit eligibility
for active employees. For the Bank's principal pension plans, these
periods range from 11 to 22 years. For principal other benefit plans,
these pericds range from 11 to 27 years. If the unrecognized net
actuariat gain or loss is more than 10% of the greater of the plan
assets or benefit obligation at the beginning of the year, the excess
above this 10% threshold is generally amortized over the estimated
average remaining service period of employees. For the Bank's prin-
cipal pension plans and principal other benefit plans, these periods
range from 11 ta 22 years and from 11 to 27 years, respectively. A
pension valuation allowance is recognized if the prepaid benefit
expense (the cumulative difference between pension income/expense
and funding contributions} is more than the Bank's expected future
benefit.

The cumulative difference between pension income/expense and
funding contributicns is included in other assets and other liabilities,
as appropniate, in the Consolidated Balance Sheet. The difference
hetween other future benefits expense and payments to gualified
plan members is included in other assets and other liabilities in the
Consolidated Balance Sheet.

Effective in fiscal 2006, new employees in Mexico and the U.K.
participate in a defined contribution pension plan, The costs for,
such plans are equal to Bank contributions made to employees’
accounts during the year.

Stock-based compensation

The Bank has stock option plans and other stock-based compensa-
tion plans for certain eligible employees and non-officer directors
that are described more fully in Note 15.

Employee stock options granted after November 1, 2002, have
Tandem Stock Appredation Rights (Tandem SARs), which provide the
employee the choice to either exercise the stock option for shares, or
to exercise the Tandam SAR and thereby receive the intrinsic value of
the stock option in cash. Cptions with Tandem SARs are awards that
may call for settlement in cash and, therefore, are recerded in other
liabilities in the Consolidated Balance Sheet, Changes in this liability
which arise from fluctuations in the market price of the Bank’s
commeon shares are recorded in salaries and employee benefits
expense in the Consolidated Statement of Income ¢n a graded vesting
basis. If an employee chooses to exercise the option, thereby cancelling
the Tandem SAR, both the exercise price and the accrued liability are
credited to common shares in the Consolidated Balance Sheet.

The Bank’s other stock-based compensation plans are accounted
for in the same manner as stock options with Tandem SAR features.
The stock-based compensation expense is recegnized evenly over an
applicable vesting period [refer to Change in accounting policy on
page 99].

Stock options granted after November 1, 2002, to non-cfficer
directors do not have Tandem $AR features. These are expensed using
a fair-value-based method (Black-Scholes pricing model) and recorded
in other non-interest expenses in the Consolidated Statemnent of
Income with & corresponding credit to contributed surplus in the




Consolidated Balance Sheet.

For stock options granted prior to November 1, 2002, the Bank
accounts for these options using the intrinsic method. Under this .
method, the Bank does not recognize any compensation expense,
since the exercise price was set at an amount equat to the cfosing price
on the day pricr to the grant of the stock options. When these stock
options are exercised, the proceeds received by the Bank are credited
to common shares in the Consolidated Balance Sheet.

Change in accounting pelicy
In July 2006, the Emerging Issues Committee of the CICA issued a
new Abstract that deals with the accounting for stock-based compen-
sation for employees eligible to retire before the vesting date. The
accounting treatment specified by the Abstract is required to be
adopted in the financial statements issued for interim and annual
periods ending on or after December 31, 2006, although early
adoption is encouraged. This Abstract requires that: i) compensation
costs attributable to stock-based compensation awards granted to
employees whe are eligible to retire on the grant date be fully recog-
nized on the grant date; and ii} compensation costs attributable to
stock-based compensation awards granted to employees who will
become eligible to retire during the vesting period be recognized over
the timeframe between the grant date and the date of retirement
eligibility. Previously, these costs were recognized by the Bank over the
vesting period of the award.

Buring the third quarter of fiscal 2006, the Bank early adopted the
provisicns of this new Abstract and recorded an adjustment of
$25 million {net of income taxes of $13 million) to opening fiscal 2006
retained earnings for the cumulative effect on prior years arising from
this change in accounting palicy. The Bank has not restated net income
of any pricr period as a result of adopting this accounting change as
the Bank has concluded that such an impact is not material to any
particular period. The fiscal 2006 income statement effect of adopting
this change in policy was an increasé in net income of $6 million
{net of a provision for income taxes of $3 million).

2. Future accounting changes

The following summarizes future accounting peficy changes that
will be relevant o the Bank’s consolidated financial staterents
subsequent 1o October 31, 20086.

Financial instruments

The CICA has issued three new standards: Financial Instruments —
Recognition and Measurement, Hedges and Cemprehensive Income.
These will be effective for the Bank on November 1, 2006, and
require the following:

Financial Instruments — Recognition and Measurement

All financial assets and liabilities will be carried at fair value in the
Consclidated Balance Sheet, except the following, which will be
carried at amortized cost unless designated as held for trading upon
initial recognition: loans and receivables, certain securities and non-
trading finandcial liabilities. Realized and unrealized gains and losses
on financial assets and liabilities that are held for trading will
continue to be recarded in the Consolidated Statement of Income.
Unrealized gains and losses on financial assets that are held as avail-
able for sale will be recorded in other comprehensive income until
realized, when they will be recorded in the Consalidated Statement
of Income. All derivatives, including embedded derivatives that must
- be separately accounted for, wilt be recorded at fair value in the
Consolidated Balance Sheet.

CONSCLIDATED FINANCIAL STATEMENTS

Hedges

In a {air value hedge, the change in fair value of the hedging deriva-
tive will be offset in the Consalidated Statement of Income against
the change in the fair value of the hedged item relating to the
hedged risk. In a cash flow hedge, the change in fair value of the
derivative, to the extent effective, will be recorded in other compre-
hensive income until the asset or liability being hedged affects the
Consolidated Statement of Income, at which time the related
change in fair value of the derivative will also be recorded in the
Conselidated Statement of Income. Any hedge ineffectiveness will
be recorded in the Consolidated Statement of Income.

Comprehensive Income

Unrealized gains and losses on financial assets that wilt be held as
available for sale, unrealized foreign currency translation arnounts
arising from self-sustaining foreign operations, and changes in the
fair value of cash flow hedging instruments, will be recorded in a
Statement of Other Comprehensive Income until recognized in the
Consolidated Statement of Income. Other comprehensive income
will form part of shareholders’ eguity.

Transitional Impacts

The transitional impact. of these new standards is still being evalu-
ated as certain transitional provision guidance was not clarified by
the accounting standards setters on a timely basis in order to allow
the Bank to finalize the impact as at November t, 2006. The impact
of recording investment securities as available-for-sale assets at fair
value on November 1, 2006 will be to increase securities by approxi-
mately $1,091 million and increase accumulated other comprehen-
sive income by approximately $706 million (after-tax).
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3. Securities
(@) An analysis of the carrying value of securities is as follows:

Remaining term to maturity 2006 2005
Within Three to One to Over spe(ihfliz Carrying Carrying
As at Octeber 31 (3 milligns} 3 months 12 months S years 5 years maturity value value
{nvestment securities:
Canadian federal government debt® $ 988 § 143 3§ 2376 4§ 19 - |$ 3526 | $ 3134
Canadian provindal and municipal debt 092 25 17 - - 734 397
U.S. treasury and other U.5. agencies' debt 80 147 2,162 700 - 3,089 3,029
Other foreign governments’ debt 964 462 1.196 1,852 - 4,474 4,572
Bonds of designated emerging markets 25 - 66 439 - 530 592
Other debt 342 1,000 12,783 3,79 - 17,916 8.969
Preferred shares - 3 - - 6082 611 682
Cemmon shares - - - - 1,990 1,990 1,910
Associated corporations - - - - 142% 142 167
Totaf 3,091 1,780 18,600 5,801 2,740 33,012 23,452
Trading securities™:
Canadian federal government debt 2,017 6,260 2,923 3,694 - 14,494 5,845
Canadian provincial and municipal debt 267 204 953 2,838 - 4,262 4,578
U.S. treasury and other U.S. agencies’ debt 100 88 988 1,004 - 2,180 847
Other foreign governments’ debt 557 963 1,598 510 - 3,628 5,805
Common shares - - - - 29,053 29,053 25,494
Other 2,622 1,224 2,708 2,119 200 8,873 7,438
Total 5,563 8,739 8,770 10,165 29,253 62,490 50,007
Total securities $ 8654 % 10519 § 27370 % 16966 % 31,993 |% 95502 | § 73,459
Total by currency (in Canadian equivalent):
Canadian dollar $ 577 % 7510 $ 7415 § 7745 § 27351 |$ 55796 | $ 41,334
U.S, dollar 637 1,305 16,858 7,235 4,355 30,390 20,445
Mexican pesc 1,197 928 1,752 590 100 4,567 6,905
Other currencies 1,045 776 1,345 1,396 187 4,749 4,775
Total securities § 865 $ 10519 $ 27370 % 16966 § 31,993 [§ 95502 | $ 73459

(1) Includes securities retained by the Bank in connection with its mortgage securitizations. The outstanding balance of these mortgage-backed securities is $2,116 (2005 -
41,214} [refer to Note 4 {b)].

{2) Although these securities have no stated term, most provide the Bank with various means to retract or dispose of these shares on earlier dates.

(3) Equity securities of associated corporations have no stated term, and as a result, have been classified in the " No specific maturity” column

(4) Trading securities are carried at market value.

{b) An analysis of unrealized gains and 'osses on investment securities is as follows:
2006 2005
Gross Gross tstimated Gross Qross Estimated

Carrying  unrealized  unrealized market Carrying unrealized unrealized market
As at October 31 {$ millions) value gains losses value value gains losses value
Canadian federal government debt $ 3526 % 4 $ 66 %3464 $3,134 § 07 3 18 3 3,126
Canadian provincial and municipal debt 734 - - 734 397 - - 397
L.S. treasury and other U.S. agencies’ debt 3,089 5 36 3,058 3,029 - 50 2,979
Other foreign governments' debt 4,474 376 34 4,816 4,572 an 14 4,969
Bonds of designated emerging markets 530 316 - 846 592 286 - 878
Other debt 17,916 39 34 17,921 8,969 48 20 8,997
Preferred shares 611 18 7 622 682 21 9 694
Common shares 1,990 528 18 2,500 1,910 528 34 2,404
Associated corporations 142 - - 142 167 - - 167
Total investrent securities $33.012 $ 1,286 § 195 $34,103| 323452 §$ 1,304 § 145 $24611
The net unrealized gain on investment securities of $1,091 million derivative instruments and other hedge amounts associated with
{2005 - 31,159 miltion) decreases to a net unrealized gain of these securities is taken into account.

$1,001 million (2005 = $1,035 million} after the net fair value of
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(<) An analysis of net gain on investment securities is as follows:
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For the year ended October 31 {§ millionsy 2006 2005 2004
Realized gains $ 476 | § 599 % 691
Realized lcsses and impairment writedowns 105 185 214
Net gain on investment securities $ 371 | § 414 3 477

{dy The following table presents the current fair value of investment securities with continuous unrealized losses for pericds less than 12

months, or 12 months or longer:

Investment securities with continuous unrealized lesses as at October 31, 2006

Less Than 12 Months 12 Months or Greater Tota!

Larrying Fair  Unrealized Carrying Fair  Unrealized Carrying Fair Unrealized

(% mitions) Value  Value Losses Value Value Losses Value Value Losses
Canadian federal government debt $3,24533,179 § 66 | % - 3% - % -|%324533178% 66
Canadian provincial and municipal debt 692 692 - 16 16 - 708 708 -
U.S. treasury and other U.5. agencies’ debt 1,121 1,100 21 1,390 1,375 15 251t 2475 36
Other foreign governments' debt 1,247 1,216 31 94 9 3 1,341 1,307 34
Bonds of designated emerging markets 4 4 - - - - 4 4 -
Other debt 1,418 1,398 20 618 604 14 2036 2,002 34
Preferred shares 150 145 5 45 43 2 195 188 7
Common shares 92 85 7 39 28 1 131 113 18
Total $7.969 $7,819 $ 150 $2,202 $2157 $ 45 1$10,171% 9976 3% 135

As at October 31, 2006, the carrying value of 417 investment securi-
ties exceeded their fair value by $195 million. Of the 417 securities,
140 have been in an unrealized loss position continuously for mare
than a year, amounting to an unrealized loss of $45 mitlion. The
unrealized losses on the debt instruments arose grimarily from an
increase in interest rates. For equity investments, unrealized iosses are
primarily the result of the timing of the market prices or investment-
specific business environment factors. Since the Bank has the ability
and intent to hold these securities until there is a recovery of fair
value, which may be at maturity for debt securities, these unrealized
laosses are considered temporary in nature.

4. Loans
(a) Loans outstanding

The Bank conducis a quarterly review to identify and evaluate
investments that show indications of possible impairment. An
investment is considered impaired if its fair value falls below its
cost, and a writedown 1o net realizable value is recorded when the
decline is considered other-than-temporary. Factors considered in
determining whether a loss is temporary include the length of time
and extent to which fair value has been below cost; financial condi-
tion and near-term prospects of the issuer, and the ability and
intent to hold the investment for a period of time sufficient to
allow for any anticipated recovery.

The Bank’s loans, net of unearned income and the allowance for credit losses in respect of loans, are as follows™:

As at October 31 ($ millions) 2006 2005
Canada:
Residential mortgages $ 81,908 | 3 63.431
Personal and credit cards 32,653 30,122
Business and government 26,044 24,843
Securities purchased under resale agreements 17,436 11,683
158,041 136,079
United States:
Business, government and gther 14,756 9,494
Securities purchased under resale agreements 3,980 6,052
18,736 15,546
Mexico:
Residential mortgages 2,212 1,704
Personal and credit cards 1,912 1,423
Business and government 5,955 6,450
Securities purchased under resale agreements 3,426 1,858
13,505 11,435
Other Internaticnal:
Residential mortgages 5,470 4,357
Personal and credit cards 4,493 3,110
Business and government 29,978 21,961
Securities purchased under resalé agreements 863 986
40,804 30,414
231,086 193,474
Less: allowance for credit losses 2,607 2,469
Total® $ 228,479 | $ 191,005
{1)  Geographic segmentation of assets is based upon the location of the ultimate risk of the underlying assets.
(2) Loans denominated in U.S. dollars amount to $46,209 (2005 -~ $35,560), loans denominated in Mexican pesos amount to $11,151 (2005-$8,897) and loans
denominated in other foreign currencies amount to $16,540 {2005 - $13,569).
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(b} S5ales of loans through securitizations

The Bank securitizes residential mortgages through the creation of
mortgage-backed securities. The net gain on sale of the mortgages
resulting from these securitizations, excluding issue costs, Is recog-
nized in other income - securitization revenues in the Consolidated
Statement of Income. The key weighted-average assumptions used to

measure fair value at the dates of securitization were a prepayment
rate of 16.0% {2005 - 15.2%; 2004 — 15.6%], an excess spread of
0.9% (2005 - 1.2%; 2004 - 1.2%;, and a discount rate of 4.3% (2005
- 3.8%; 2004 - 4.2%). No credit losses are expected as the mortgages
are insured. The following table summarizes the Bank’s sales.

2006

For the year ended October 31 (§ millions) 2005 2004
Net cash proceeds™ $ 2514 |5 2153 3 3514
Retained interest 67 66 106
Retained servicing liability {18) (14) (23)

2,563 2,205 3,597
Residential mortgages securitized 2,551 2,161 3,537
Net gain on sale $ 12 ]| % 44 % 60

1) Excludes insured mortgages which were securitized and retained by the Bark of $1,206 (2005 — $1,452; 2004 - nil). These assets are classified as invesiment securities
and have an outstanding balance of $2,116 (2005 - $1,214; 2004 — nil} [refer to Note 3].

The key assumptions used in measuring the fair value of the retained interests for mortgages securitized and the sensitivity of the current fair
value of retained interests 10 a 10% and 20% adverse change to these assumptions are as follows:

As at October 31 {3 millions} 2006 2005
Fair value of the retained interest (3) 240 216
weighted average life (in years) 3 3
Prepayment rate (%) 14.4 14.8
Impact on fair value of a 10% adverse change {$) {11) (5)
Impact on {air value of a 20% adverse change ($} {18} 9)
Residual cash flow annual discount rate (%) 3943 3.3-4.2
Impact on fair value of a 10% adverse change (3} (7 (0
Impact on fair value of a 20% adverse change (3) (9) (3)
Excess spread (%) 1.0 1.2
Impact on fair value of a 10% adverse change ($) (26) (20
Impact on fair value of a 20% adverse change (3} (50) {39)

The sensitivity measures above are hypothetical and should be used
with caution. Other sensitivity estimates should not be extrapolated
from those presented above since the relationship between the
change in the assumpticn to the change in fair value is not linear.
In addition, changes in a particular assumption and the effect on

Information on total securitized loan assets™ is summarized as follows:

the fair value of the retained interests is calculated without
changing any other assumption; however, the factors are not inde-
pendent and the actual effecis could be magnified or counteracted
from the sensitivities presented.

2006™ 2005 2004

Outstanding  Impaired and Net credit Qutstanding  Impaired and Net credit Qutstanding Impaired and Net credit

securitized other past due losses for securitized  other past due losses for securiized  other past due fosses for

loans as at loans as at  the year ended loans as at foans as at  the year ended loans as at loans as at  the year ended

{% millicns) October 31 October 31 October 31 Octeber 31 October 31 October 31 October 31 October 31 Cctober 31

Mortgages $ 11,913 3 7 % - | % 7801 § - 3 - $ 7,523 3% - 3 -
Personal and

credit cards 170 1 1 809 4 2 1,319 5 5

Total $ 12,083 $ 8 $ T $ 8610 3% 4 3 2 $ 8842 § 5 3 5

(1) Excludes insured mortgages which were securitized and retained by the Bank [refer to Note 3].
(2) The 2006 amounts include balances of mortgages securitized by Maple Trust Company and the Canadian branch of Maple Financial Group Inc., prior to the Bank
acquiring the Canadian mortgage operations of Maple Financial Group Inc., including Maple Trust Company, in 2006.
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5. Impaired loans and allowance for credit losses
(a} Impaired loans

As at October 31 (3 millions)

CONSOLIDATED FINANCIAL STATEMENTS

2006

( Specific
Gross™ allowance' Net Net

By loan type:
Residential mortgages
Personal and credit cards
Business and government
Total
By geography:
Canada
United States
Other International
Total

316 138 178 158

469 456 13 10
1,085 706 379 513

$ 1,870 § 1,300 570 681

247 188
45 249
278 244
$ 570 § 681

(1) Gross impaired loans denominated in U.5. dollars amount te $607 (2005 - $612) and those denominated in other foreign currencies amount ta $608 (2005 - §674).
(2) The specific allowance for impaired loans evaluated on an individual basis amounts to $710 (2005 - $681).
(3) Impaired loans without an allowance for credit losses against individual loans totalled $139 (2005 - $151).

(4) Average balance of gross impaired loans totalled $1,850 (2005 - 31,938},

(b) Allowance for credit losses

As at October 31 ($ millions)

Specific General
allowance allowance 2006 2005 2004

Balance at beginning of year

Presented with securities”

Write-offs?

Recoveries

Provision for {reversal of) credit losses

Cther, including foreign currency adjustment™
Balance at end of year

1,145 $ 1,330 ($ 2475 | $ 2704 § 3,580
- - (363}
(543) - (543} (650) (982)
181 - 181 205 158
276 (60} 216 230 390
252 37 289 (14) (79}

1,311 $ 1,307 $§ 2618 | $ 2,475 $ 2,704

(1) Effective Novernber 1, 2003, the country risk allowance related to investment securities is no longer disclosed as part of the allowance for credit losses, but continues to

be deducted from investment securities.

12) wyrite-offs of loans restructured during the year were mil {2005 — $18; 2004 - $10).

(3) Includes $323 in specific allowance and $37 in general allowance related to acquisitions in 2006, and $59 in specific allowance from acquisitions in 2005,
(4 As at Ociober 31, 2006, $11 (2005 - $6; 2004 — $8) has been recarded in gther liabilities.

6. Variable interest entities

The folloWing table provides information about VIEs that the Bank consclidated and other VIEs in which the Bark has a significant variable
interest but is not the primary beneficiary. A significant variable interest is considered to exist where the Bank absorbs or receives between
10% and 50% of the VIE's expected losses, expected residual returns, or both.

Consolidated VIEs™:

As at October 31 (3 millions) :

2006 2005
Total assats Total assets

Muiti-seller conduits that the Bank administers®
Funding vehicles®
Qthere

Other VIEs In which the Bank has a significant variable interest:

As at October 31 ($ millions)

$ 7546 | % 4722
4,761 824
973 750

2006 2005

Maximum Maximum

Total exposure Total expasure
assets 1o loss™ assets 1o loss”

Multi-seller conduits that the Bank administers<
Funding vehicles

Structured finance entities®

Collateralized debt obligation entities*

Qther ‘

(a) Effective November 1, 2004, the Bank adopted an accounting
guideline, which requires prospective consolidation of VIEs by
the primary beneficiary [refer to Note 1]. The adoption of this
accounting guideline did not have a material impact on the
Bank’s consolidated financial statements. As a result of the
adoption of this guideline, investment securities, and personal
and credit card loans increased by $5 billion and $3 billion,
respectively.

$ 6338 % 7377 4085 §$ 4712
2,365 - 1,608 -
3,591 2,048 2,076 1,239
1,313 371 1,404 375
1,003 180 486 91

{b) The assets supporting the obligations of these consolidated VIEs
as at October 31, 2006 are as follows; cash and non-interest-
hearing deposits with banks of $240 million (2005 - $128 miliiony;
residential mortgage loans of $4,710 million {2005 - $763
million); investment and trading securities of $8,240 million
(2005 - $5,209 million); and other assets of $30 million (2005 -
$96 million). In general, the investors in the obligations of
consolidated VIEs have recourse only to the assets of those VIEs
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and do not have recourse to the Bank except where the Bank
has provided a guarantee to the investors or is the counterparty
to a derivative transaction invelving the VIE.

(¢} The Bank administers multi-seller commercial paper conduit
programs, which involve the purchase of assets by conduit vehicles
from cutside parties funded by the issuance of asset-backed
commercial paper. The sellers continue 1o service the assets and
absorb first losses for their portion of the programs. The Bank has
no rights to these assets as they are available 1o support the obli-
gations of the respective programs, but manages for a fee the
commercial paper selling programs. As well, in some instances the
Bank s counterparty 1o derivative contracts with these conduit
programs and provides them with a large portion of their backstop
liquidity and partial credit enhancement facilities. As at October
31, 2006, the conduit programs had commitments of $4,595
million (2005 - $4,243 million) to purchase securities in the future,

(d) The Bank uses special purpose entities to facilitate cost-efficient
financing of its own operations. Activities of these entities are
generally limited to holding a pool of assets or receivables from

7. Land, buildings and equipment

the Bank used to finance distributions to their investars. Prior to
the adoption of this accounting guideline in fiscal 2005, the
Bank consclidated all of these funding vehicles.

{e) This includes special purpose entities used to assist corporate
clients in accessing cost-etficient financing. Generally, both the
Bank and the client invest in such entities with the proceeds
used to make loans to corporations affiliated with the client.

{fy The Bank's maximum exposure to loss represents the notional

amounts of guarantees, liquidity facilities, and other credit

support relationships with the VIE, the ¢redit risk amount for
certain derivative contracts with the entities, and the amount
invested where the Bank holds an ownership interest in the VIE.

The Bank has recorded $2,521 million (2005 - $1,669 million)

of this exposute, primarily its ownership interest in the VIEs, on

its Consolidated Balance Sheet as at October 31, 2006.

The Bank halds an interest in VIEs structured to match specific

investor requirements. Loans or credit derivatives are held by the

VIEs to create security offerings for investors that match their

investment needs and preferences.

=

(g

2006 2005
Accumulated Net Net

depreciation & book hook

As 5t October 31 (§ millions) Cost amortization value value
Land $ 349 $ - 5 349 $ 247
Buildings 1,685 575 1,110 1,017
Equipment and computer software 2,749 2,183 566 477
Leasehold improvements 769 538 23 193
Total $ 5,552 $ 3.296 $§ 2,256 3 1,934

Depreciation and amortization in respect of the above buildings, equ

ipment and computer software, and leasehold improvermnents for the

year amounted to $192 million (2005 — $173 million; 2004 - $189 million}.

8. Goodwill and other intangible assets

Goodwill
The changes in the carrying-amount of goodwill by main operating segrment are as follows.

Damestic International Scotia
As at October 31 (3 millions) Banking Banking Capital 2006 2005 2004
Balance at beginning of year 3 "ns % 288 % 95 |$ 498 | $ 26t § 270
Acquisitions 145 235 10 390 227 -
Effects of foreign exchange and other - (1 )] {15} 10 (9
Balance at end of year $ 260 % 512 $ 101% $ 873 | § 198 3 261

Intangible assets

As at October 31 {$ millions)

Gross
carrying Accumulated 2006 2005 2004
amount amoitization Net Net Net

Intangible assets

Intangible assets are comprised primarily of core deposit intangibles.
2006, was $38 million (2005 - $29 million; 2004 - $27 million).

104 2006 SCOTIABANK ANNUAL REPORT

$ 517 $ 223 | % 294 | % 235 % 240

The aggregate amortization expense for the year ended October 31,




CONSOLIDATED FINANCIAL STATEMENTS

9, Other assets

As at Cctober 31 (% millions}

Accrued inierest

Accounts receivable

Future income tax assets (Note 16)
COther

Totai

10. Deposits

Payable Payable Payable on
on demand after notice 2 fixed date

As at October 31 ($ millions) Interest-beanng  Mon-interest-bearing

Personal $ 1,754 $ 1,397 $ 31,854 $ 58445 $ 93,450 | % 83953
Business and government!" 16,859 8,215 13,266 102,732 141,072 109,389
Banks 147 250 842 28,153 29,392 24,103
Total 18,760 9,862 45,862 189,330 263,914 217,445

Recorded in:
Canada 175,199 154,297
United States 22,159 9,778
Mexico 9,932 9,478
Qther International 56,624 43,892

Total® $263,914 | $217,445

(1) Inchudes deposit notes issued by the Bank to Scotiabank Capital Trust of $2,250 (2005 - $1,500) [refer to Note 13].
(2) Deposits denominated in U.S, dollars amount to $74,660 (2005 — $51,220), deposits denominated in Mexican pesos amount to $9,259 (2005-38,848) and deposits
denaminated in other foreign currencies amount to $30,707 (2005 - $24,247).

11. Other liabilities

As at October 31 (3 milkons) 2006 2005
Accrued interest 2667 3 1876
Accounts payable and accrued expenses 4,108 3,353
Deferred income 353 322
QOther habilities of subsidiaries and VIEs™ 9,498 5,969
Gold and silver certificates 3,434 2,711
Future income tax liabilities (Note 16) 148 62
Other 6,249 6,501
Total $ 26,457 | % 20,794

(1) Excludes deposits and capital instrument liabilities.
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12. Subordinated debentures

These debentures are direct, unsecured obligations of the Bank and are subordinate to the claims of the Bank's depositors and other credi-
tors. The Bank, where appropriate, enters into interest rate and cross-currency swaps to hedge the related risks. The outstanding debentures

as at October 31 were:

As at October 31 (3 millions)

Matunty date Interest rate {%; Terms™ (currency in milions) 2006 2005
September 2008 6.25 LS $25C $ 23 £ 29
February 2011 7.40 Redeemed on February 8, 2006 - 300
July 2012 6.25 Redeemable at any time. After July 16, 2007, interest
will be payable at an annual rate equal to the 90-day
bankers’ acceptance rate plus 1% 500 500
July 2013 5.65 Redeemable at any time. After July 22, 2008,
witerest will be payable at an annual rate equal to the .
90-day bankers' acceptance rate plus 1% 425 425
September 2013 830 Redeemable at any time 250 250
May 2014 . 5.75 Redeemable at any time. After May 12, 2009, interest
will be payable at an annual rate equal to the 90-day
bankers' acceptance rate plus 1% 325 325
June 2025 8.50 Redeemable at any time 250 250
August 2085 Floating US $214 bearing interest at a floating rate of the
offered rate for six-month Eurodollar deposits plus
0.125%. Redeemable on any interest payment date 240 252
' § 2,271 $ 2,597
The aggregate maturities of the debentures are as follows (3 millions):
Less than 3 years $ 281
From 3 to S years -
From S to 10 years 1,500
QOver 10 years 4390
$ 2,271

(1) In accordance with the provisions of the Capital Adequacy Guideline of the Superintendent, all redemptions are subject o regulatory approval.

13. Capital instrument liabilities

Capital instrument liabilities are financial instruments, which can be settled at the Bank’s option by issuing a variable number of the Bank’s
own equity instruments. These instruments, including the securities issued by Scotiabank Capital Trust, remain eligible as Tier 1 Capital for
regulatory purposes. Scotiabank Capital Trust is a ViE and is not consolidated on the Bank's balance sheet as the Bank is not the primary

beneficiary. Therefore, the Scotiabank Trust Securities issued by the Trust are not reported on the Consolidated Balance Sheet. The deposit

notes issued by the Bank 10 Scotiabank Capital Trust are reported in Deposits {refer 1o Note 10].

As at Octcber 31 (3 millions) 2006 2005

Capital instrument liabilities

Prefarred shares issued by Scotia Mortgage Investment Corparation™® $ 250] % 250

Scotiabank Trust Securities — Series 2000-1 issued by BNS Capital Trust™ 500 500
$ 750, 3% 750

Scotiabank Tr rities not consolidated by the Bank

Scotiabank Trust Securities — Series 2002-1 issued by Scotiabank Capital Trust®™ $ 750 3% 750

Scotiabank Trust Securities — Series 2003-1 issued by Scotiabank Capital Trust®e 750 750

Scotiabank Trust Securities — Series 2006-1 issued by Scotiabank Capital Trust* 750 -

(ay Scotia Mortgage Investment Corporaticn, a wholly-owned
subsidiary of the Bank, issued Class A Preferred Shares (Scotia
BOOMS) which are entitled to non-cumulative preferential cash
dividends, if and when declared, payable semi-annually in an
amount per share of $32.85. With regulatory approval, on or
after October 31, 2007, Class A Preferred Shares may be
redeemed in whole by the payment of cash by Scotia Mortgage
Investment Corporation or, at the option of the Bank, exchanged
for a variable number of common shares based upon an average
of the Bank's common share price near the redemption date. Cn
or after October 31, 2007, the Class A Preferred Shares will be
exchangeable at the option of the holder into a variable number
of common shares based upon an average of the Bank's common
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{b)

share price, subject to the right of the Bank prior 10 the exchange
date to purchase for cash or find substitute purchasers for such
shares. Under the circumstances outlined in (f) below, the Class A
Preferred Shares of Scotia Mortgage Investment Corparation will
be automatically exchanged, without the consent of the holder,
into Series Z Non-cumulative Preferred Shares of the Bank which
would bear the same dividend rate and similar redemption
features [refer to Note 14 — Restrictions on dividend payments].
On Agpril 4, 2000, B8NS Capital Trust, a wholly-owned closed-end
trust, issued 500,000 Scotiabank Trust Securities — 2000-1
("Scotia BaTS"). Each Scotia BaTS is entitled to receive non-cumu-
lative fixed cash distributions payable semi-annually in an amount
per Scotia BaTS of $36.55. With regulatory approvat, these securi-




(d

-—

ties may be redeemed in whole by the payment of cash at the
option of BNS Capital Trust. On or after June 30, 2011, the Scotia
BaTS may be exchanged, at the option of the holder and subject
to certain pricr rights of the Bank, into Non-cumulative Preferred
Shares Seyies Y of the Bank. The Non-cumulative Preferred Shares
Series Y would pay a dividend rate equivalent to the cash distribu-
tion rate of the Scotia BaTs [refer to Note 14 ~ Restrictions on
dividend payments]. Under the circumstances outlined in (f) below
the Scotia BaTS would be automatically exchanged without the
consent of the holder into Non-cumulative Preferred Shares Series
Y of the Bank. In certain circumstances on or after June 3G, 2011,
the Non-cumulative Preferred Shaes Series Y are exchangeable at
the option of the holder into a variable number of common
shares of the Bank based upon an average of the Bank’s common
share price, subject to regulatory approval, and certain prior rights
of the Bank.

On April 30, 2002, Scotiabank Capital Trust, a wholly-owned
open-end irust, issued 750,000 Scotiabank Trust Securities —
Series 2002-1 ("Scotia BaTS™). The Scotia BaTs are entitled to
receive non-cumulative fixed cash distributions payable semi-
annually in an amount of $33.13 per security. With regulatory
approval, these securities may be redeerned in whole by the
payment of cash pricr to June 30, 2007, upon the occurrence of
certain tax or regulatory capital changes, or on or aiter June 30,
2007, at the option of Scotiabank Capital Trust. The holder has
the right at any time to exchange their security into Non-cumula-
tive Preferred Shares Series W of the Bank. The Series W shares
will be entitled to cash dividends payable semi-annually in an
amount of $0.53125 per $25.00 share, Under the circumstances
outtined in {f) below the Scotia BaTS would be automatically
exchanged without the consent of the holder into Non-cumula-
tive Preferred Shares Series X of the Bank. The Series X shares will
be entitled to non-cumulative cash dividends payable semi-annu-
ally in an amount of $0.70 pér $25.00 share [refer to Note 14 —
Restrictions on dividend payments]. In certain circumstances, on
or after December 31, 2012, the Non-cumulative Preferred Shares
Series W and the Non-cumulative Preferred Shares Series X are
exchangeable at the option of the holder into a variable number
of common shares of the Bank based upon an average of the
Bank’s common share price, subject to regulatory approval, and
certain prior rights of the Bank. The proceeds of the issue were
used to purchase a deposit note issued by the Bank. If there is an
automatic exchange of the Scotia BaTS into Preferred Shares
Series X of the Bank, then the Bank would become the sole bene-
ficiary of the Trust.

On February 13, 2003, Scotiabank Capital Trust issued 750,000
Scotiabank Trust Securities — Series 2003-1 (“Scotia BaTS"). The
Scotia BaT$ are entitled to receive non-cumulative fixed cash
distributions payable semi-annually in an amount of $31.41 per
security, With regulatory approval, the Scotia BaTS may be
redeemed in whole by the payment of cash prior to June 30,
2008, upon the occurrence of certain tax or regulatory capital
changes, or on or after June 30, 2008, at the option of Scotia-
bank Capital Trust. The holder has the right at any time to
exchange their security into Non-cumulative Preferred Shares
Series U of the Bank. The Series U shares wilt be entitled to cash
dividends payable semi-annually in an amount of $0.56 per
$25.00 share. Under the circumstances outtined in (7} below, the
Scotia BaTS would be automatically exchanged, without the
consent of the holder, into Non-cumulative Preferred Shares Series
V of the Bank. The Series V shares will be entitied to non-cumula-
tive cash dividends payable semi-annually in an amount of

z
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$0.61250 per $25.00 share [refer to Note 14 - Restrictions on
dividend payments]. In certain circumstances on or after
December 31, 2013, the Non-cumulative Preferred Shares Series
U and the Non-cumulative Preferred Shares Series V are
exchangeable at the option of the holder into a variable number
of common shares of the Bank based upon an average of the
Bank’s common share price, subject to requlatory approval, and
certain prior rights of the Bank. The proceeds of the issue were
used to purchase a deposit note issued by the Bank, If there is an
automatic exchange of the Scotia BaTs into Preferred Shares
Series V of the Bank, then the Bank wou'd become the sole
beneficiary of the Trust.

On September 28, 2006, Scotiabank Capital Trust issued 750,000
Scotiabank Trust Securities — Series 2006-1 (" Scotia BaT$”). The
Scotia BaTS are entitled to receive non-cumulative fixed cash
distributions payable semi-annually in an amount of $28.25 per
security. The first such payment will be made on December 31,
2008, in an amount of $14,551. With regulatory approval, these
securities may be redeemed in whole by the payment of cash
prior to December 30, 2011, upon the occurrence of certain tax
or regulatory capital changes, or on or after December 30, 2011,
at the option of Scotiabank Capital Trust. The holder has the right
at any time to exchange their security inte Non-cumulative
Preferred Shares Series S of the Bank. The Series $ shares will be
entitled to cash dividends payable semi-annually in an amount of
$0.4875 per $25.00 share [refer to Note 14 — Restrictions on divi-
dend payments]. Under the circurnstances cutlined in 1f) below,
the Scotia BaTS would be automatically exchanged without the
consent of the holder, into Non-cumulative Preferred Shares Series
T of the Bank. The Series T shares will be entitled to nen-cumula-
tive cash dividends payable semi-annually in an amount of
$0.625 per $25.00 share. The proceeds of the issue were used to
purchase a deposit note issued by the Bank. If there is an auto-
matic exchange of the Scotia BaTS into Preferred Shares Series T
of the Bark, then the Bank would become the sole bereficiary of
the Trust,

(f} The Scotia BOOMS and Scatia BaTS may be automatically

(g}

exchanged, without the consent of the helder, into Non-cumula-
tive Preferred Shares of the Bank in the following circumstances:
(i} proceedings are commenced for the winding-up of the Bank;
(i) the Superintendent takes control of the Bank or its assets;

(iii} the Bank has a Tier 1 Capital ratio of less than 5% or a Total
Capital ratio of less than 8%; or {iv) the Superintendent has
directed the Bank to increase its capital or provide additional
liquidity and the Bank elects such automatic exchange or the
Bank fails to comply with such direction. In addition, the Scotia
BOOMS may be automatically exchanged if i} Scotia Mortgage
Investment Corporation fails to declare and pay or set aside for
payment when dug the non-cumulative preferential cash divi-
dends on any dividend payment date; or (i) the Bank fails to
declare and pay or set aside for payment when due any declared
dividend on any of its non-cumulative preferred shares.

No cash distributions will be payable ar the Scotia BaTs in the
event that the reqular dividend is not declared on the Bank's
preferred shares and, if no preferred shares are outstanding, the
Bank's common shares. In such a circumstance the net distrib-
utable funds of the Trust will be payable to the Bank as the halder
of the residuat interest in the Trust. Should the Trust fail to pay the
semi-annual distributions on the Scotia BaTs in full, the Bank will
not declare dividends of any kind on any of its preferred or
common shares for a specified period of time [refer to Note 14 -
Restrictions on dividend payments].
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14. Capital stock

Authorized:
An unlimited number of preferred and common shares without nominal or par value.
Issued and fully paid:

2006 2005 2004
As at October 31 {$ millions) Number of shares Amount Number of shares Amount Number of shares Amount
Preferred shares:
" Series 12¢ 12,000,000 $ 300 12,000,000 $ 300 12,000,000 % 300
Series 13% 12,000,000 300 12,000,000 300 - -
Total preferred shares - 24,000,000 $ 600 24,000,000 % 600 12,000,000 $ 300
Common shares:®
Qutstanding at beginning of year 990,182,126 % 3,316 | 1,008,505,580 $3.228 1,010,705772 $ 3,140
Issued under Shareholder Dividend
and Share Purchase Ptan® 142,269 7 154,168 6 178,021 6
Issued under Stock Option Plans (Note 15} 6,801,687 127 6,423,684 117 6,760,287 111
Issued for acquisition of a subsidiary 33,906 1 1,195,294 49 - -
Purchased for cancellation® (7,647,800) (26) (26,096,600) (84) (9,138,500) (29)
Outstanding at end of year 989,512,188  § 3,425 990,182,126 $3,316  1,008,505,580 § 3,228
Total capital stock $ 4,025 $3.916 $ 3,528
{(a) Series 12 Non-cumulative Preferred Shares are entitled to non- {e} In January 2006, the Bank initiated a new normal course issuer
cumulative preferential cash dividends payable quarterly in an bid to purchase up to 50 million of the Bank’s common shares.
amount per share of $0.328125. With regulatory approval, the This represents approximately 5 per cent of the Bank’s
shares may be redeemed by the Bank at par on or after October outstanding commen shares. The bid will terminate on the
29, 2013, in whole or in part, by the payment in cash of $25.00 earlier of January 5, 2007, or the date the Bank completes its
per share, together with declared and unpaid dividends to the purchases. During the year ended October 31, 2006, 7.6 million
date then fixed for redemption, ’ shares (2005 - 26.1 million shares; 2004 — 9.1 million shares) were
(b) Series 13 Non-cumulative Preferred Shares, issued on March 15, purchased at an average price of $45.71 (2005 - $40.51; 2004 -
2005, are entitled to non-cumulative preferential cash dividends $34.96).

payable quarterly in an amount per share of $0.30. The initial
dividend, paid July 27, 2005, was $0.4405 per share. With regu-
latory approval, the shares may be redeemed by the Bank on or
after Aprit 28, 2010, at $26.00 per share, together with declared
and unpaid dividends to the date then fixed for redemption, and
thereafter at annually declining premiums until April 28, 2014,
following which no redemption premium is payable.
(c) On April 28, 2004, the Bank paid a stack dividend of one
common share for each of its issued and outstanding common
shares to common shareholders of record at the close of busi-
ness on April 6, 2004, The effect is the same as a two-for-one
stock split of its common shares. Comparative amounts
presentad in these consolidated financial statements relating to
the number of common shares and options, as well as all per
shara amounts, have Geen retroactively adjusted.
As at October 31, 2006, 21,992,220 common shares have been
reserved for future issue under the terms of the Shareholder
Dividend and Share Purchase Plan.

Restrictions on dividend payments
Under the Bank Act, the Bank is prohibited from declaring any
dividends on its common or preferred shares when the Bank is, or
would be placed by such a declaration, in contravention of the
capital adequacy, liquidity or any other regulatory directives issued
under the Bank Act. In addition, comman share dividends cannot be
paid unless all dividends to which preferred shareholders are then
entitled have been paid or sufficient funds have been set aside
to do so. Further, dividends cannot be declared if the total of all
dividends declared in that year would exceed the aggregate of the
Barik's net income to that date and its net income for the preceding
two financial years, unless the Superintendent’s approval is obtained.

In the event that appticable cash distributions on any of the
Scotiabank Trust Securities [refer to Note 13 Capital instrument
liabilities] are not paid on a regular distribution date, the Bank has
undertaken not to declare dividends of any kind on its preferred or
common shares. Similarly, should the Bank fail to declare regular
dividends on any of its directly issued outstanding preferred or
common shares, cash distributions will also not be made on any of
the Scotiabank Trust Securities.

Currently, these limitations do not restrict the payment of
dividends on preferred or commaon shares.

d
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15. Stock-based compensation
(a} Stock option plans

Under the terms of the Employee Stock Qption Plan, options to
purchase common shares may be granted to selected employees at
an exercise price not less than the closing price of the Bank's
.common shares on the Toronto Stack Exchange (TSX) on the day
prior to the date of the grant. As well, for grants made beginning
December 2005, the exercise price must not be less than the volume
weighted average price on the TSX for the five trading days immedi-
ately preceding the grant date. Employee stock options granted after
November 1, 2002, have Tandem Stock Appreciation Rights (Tandem
SARs), which provide the employee the choice to either exercise the
stock option for shares, or 1o exercise the Tandem SAR and thereby
receive the intrinsic value of the stock option in cash. In addition, in
fiscal 2003, Tandem SARs were retroattively attached to the fiscal
2002 employee stock options. All other terms and conditions refating
to these 2002 stock options remained unchanged. These 2002 stock
options were out of the meney at the date of attachment. As a
result, there was no impact on the Bank’s stock-based compensation
expense on the date of retroactive attachment of the Tandem SARs.
Options vest evenly over a four-year pericd and are exercisable no
later than 10 years after the date of the grant. Qutstanding options

Details of the Bank's Employee Stock Option Plan are as follows:
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expire on dates ranging from March 3, 2007 to April 3, 2016, As
approved by the shareholders, a total of 114 million common shares
have been reserved for issuance under this plan of which 60.8 million
common shares have been issued as a result of the exercise of
options and 31.8 million cormmon shares are committed under
outstanding options, leaving 21.4 million common shares available for
issuance as options.

In 2001, a Directors’ Stock Option Plan was approved by the share-
holders. A total of 800,000 common shares have bean reserved for
issuance to non-officer directors under this plan. As of November 1,
2002, director stock options are expensed using a fair-value-based
method. Currently, 174,000 (2005 - 224,000; 2004 - 257,150)
options are outstanding at a weighted average exercise price of
$23.17 (2005 - $23.19; 2004 - $23.13). In fiscal 2006, 50,000 of
these options (2005 - 33,150; 2004 — 24,850) were exercised at a
weighted average exercise price of $23.25 (2005 - $22.71; 2004 -
$20.95). These options expire between March 9, 2011 and Decernber
6. 2012. Commencing irt fiscal 2004, the Bank no longer grants stock
options to these directors.

2006 2005 2004

Number Weighted Number Weighted Number Weighted

of stock average of stock average of stock average

options exercise optiens exercise opuons exercise
As at October 31 . (000s) price (000} price ©00s) - price
Outstanding at beginning of year 37,358  § 21.35 42,525 § 1993 47,400 § 18.80
Granted 2,052 46.04 1,977 39.00 2,592 31.45
Exercised (6,751) 16.32 (6,391} 17.00 (6,735) 15.95
Forfeited/cancelled (342) 27.33 (143) 2357 (374) 22.64
Exercise of Tandem SARs (478) 25.90 (604) 25.04 {358) 24.75
Outstanding at end of year® 31,839 § 23.87 37,358 % 21.35 42,525 % 1993
Exercisable at end of year 26,170 $ 2098 29,305 $ 19.06 29,523 $ 17.67
Available for grant 21,365 22,598 23,821

r

As at October 31, 2006

Options Dutstanding

Options Exercisable

Number Weighted Weighted Number Weighted

of stock average remaining average of stock average

Range of exercise prices options {0003) contractual life (years) exertise price options (000’5} exercise price
$13.03t0 $15.83 7,010 2.73 $ 1483 7,010 $ 14.83
$17.55 to $21.03 8,936 3.45 $ 20.09 8,936 $ 2009
$24.40t0 $27.44 9,715 5.22 $ 2460 8,694 $ 24862
$31.45 to $47.39 6,178 7.48 $ 3845 1,530 $ 3366
31,839 4.61 $ 2387 26,170 3 2098

(1} included are 15,892,372 (2005 - 15,274,605; 2004 ~ 14,482,584 options with Tandem SAR features.
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{b) Employee share ownership plans

Qualifying employees can contribute up to the lesser of a specified
percentage of salary and a maximum dollar amcunt towards the
purchase of common shares of the Bank or deposits with the Bank.
In general, the Bank matches 50% of qualifying contributions which
is expensed in salaries and employee benefits. During 2006, the
Bank's contributions totalleg $26 million (2005 — $26 million; 2004
- 326 million). Contributions, which are used by the plan trustee to
purchase comman shares in the open market, do not result in a
subsequent expense to the Bank from share price appreciation.

{c) Other stock-based compensatien plans

All other stock-based compensation plans use notional units that are
vatued based on the Bank's common share price on the TSX. These
units, with the exception of Stock Appreciation Rights (SARs), accu-
mutate dividend equivalents in the ferm of additional units based on
the dividends paid on the Bank's common shares. Fluctuations in the
Bank's share price change the value of the units, which affects the
Bank's stock-based compensation expense. As described below, the
value of a portion of the Performance Share Unit notional units also
varies based on Bank performance. Upon exercise or redemption,
payments are made to the employees with a corresponding reduc-
tion in the accrued liability. In 2006, an aggregate expense of $164
million {2005 — $140 million; 2004 - $174 miltion) was recorded in
salaries and employee benefits in the Consoiidated Statement of
Income for changes in the amount of the Bank’s liability for these
units, This expense was net of gains arising from securities and
derivatives used to manage the volatility of stock-based compensa-
tion of $165 million {2005 -~ $94 million; 2004 — $138 million}.
Details of these plans are as follows:

Stock Appreciation Rights (SARs}

The SARs include Tandem SARs, as described above, as well as
stand-alone SARs which are granted instead of stock options to
selected employees in countries where {ocal laws may restrict the
Bank from issuing shares. SARs have vesting and exercise terms and
conditions similar to the employee stock options. The cost of SARs is
recognized on a graded vesting basis except where the employee is
eligible to retire prior to the vesting date, in which case the cost is
recognized between the grant date and the date the employee is
eligible 1o retire. When a SAR is exercised, the Bank pays the appre-
ciation amount in cash equal to the rise in the market price of the
Bank’s comman shares since the grant date. During fiscal 2006,
2,284,396 SARs were granted (2005 - 2,212,980, 2004 -
2,830,312} and as at Gctober 31, 2006, 22,771,720 SARs were
outstanding (2005 - 23,148,386; 2004 - 24,115,260), of which
21,624,273 SARs were vested (2005 - 13,611,252, 2004 -
11,278,066).

Deferred Stock Unit Plan (DSU)

Under the DSU Plan, senior officers may elect to receive all or a
portion of their cash bonus under the Management Incentive Plan
(which is expensed for the year awarded in salaries and emgloyee
benefits in the Consolidated Statement of Income) in the form of
deferred stock units which vest immediately. Units are redeemable,
in cash, only when an officer ceases 1o be a Bank employee and
must be redeemed by December 31 of the year following that
event. As at October 31, 2006, there were 1,465,391 units
outstanding (2005 - 1,581,240; 2004 - 2,160,146).
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Directors' Deferrad Stock Unit Plan (DDSU)

Under the BDSU Plan, nan-officer directors of the Bank may elect 1o
receive all or a portion of their fee for that fiscal year {(which is
expensed by the Bank in other expenses in the Consclidated
Staternent of Income) in the form of deferred stock units which vest
immediately. Units are redeemable, in cash, only following resigna-
tion or retirenent and must be redeemed by December 31 of the
year following that event. As at October 31, 2008, there were
181,823 units outstanding (2005 - 145,593; 2004 - 114,774},

Restricted Share Unit Plan (RSU)

Under the RSU Plan, selected employees receive an award of
restricted share units which vest at the end of three years, at which
tirme the units are paid, in cash, to the employee. The stock-based
compensation expense is recognized evenly over the vesting period
except where the employee is eligible to retire prior to the vesting
date, in which case the expense is recognized between the grant
date and the date the employee is eligible to retire. As at October
31, 2006, there were 3,597,093 units {2005 - 5,179,850; 2004 -
5,281,075) awarded and outstanding of which 3,144,875

were vested.

Performance Share Unit Pian (PSU)

In 2004, the Bank introduced the PSU Plan for eligible executives.
PSU awards vest at the end of three years and a portion of the PSU
awards are subject 1o performance criteria measured over a three-
year period. The three-year performance measures include return on
equity compared to target and total shareholder return relative to
the other major Canadian banks. The stock-based compensation
expense is recognized evenly over the vesting period except where
the employee is eligible to retire prior to the vesting date, in which
case the expense is recognized between the grant date and the date
the employee is eligible to retire. This expense varies based on
performance compared to the performance measures, Upon vesting,
the units are paid, in cash, 1o the employee. As at October 31,
2006, there were 2,422,239 units {2005 — 1,279,483} awarded and
outstanding [including 820,604 units {2005 — 423,177) subject to
performance criteria] of which 1,601,187 were vested.

Scouia Capital Deferred Payment Plan
Under the Scotia Capital Deferred Payment Plan, a portion of the
bonus received by certain employees {which is accrued and
expensed in the year to which it refates) is allocated to employees in
the form of units. These units are subsequently paid, in cash, to the
qualifying employees over each of the following three years.
Changes in the value of the units, which arise from fluctuations
in the market price of the Bank's common shares, are expensed in
the same manner as the Bank's other stock-hased compensation
plans in salaries and employee benefits expense in the Consolidated
Statement of Income.
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16. Corporate income taxes
Cerporate income taxes recorded in the Bank's consolidated financial statements for the years ended October 31 are as follows:

{a) Components of income tax provision

For the year ended October 31 (§ millions) 2006 2005 2004
Provision for income taxes in the Consolidated Statement of Income:
Current $ 1,050 |% 1,078 % 873
Future {178) {231 {87)
872 847 786
Provision for future income taxes in the Consolidated Statement of
Changes in Shareholders’ Equity (13 (3 )
Total provision for income taxes $ 859 | % 844 § - 785
Current income taxes:
Domestic:
Federal $ 269 |§ 377 % 210
Provincial 178 213 182
Foreign 603 488 481
1,050 1,078 873
Future income taxes:
Domestic:
Federal (144) (198) (52)
Provincial ) {15} (45) (7
Foreign (32) 9 {29)
(191) (234) {88)
Total provision for income taxes ) 3 859 % 848 % 785

(b) Reconciliation to statutory rate
Income taxes in the Consolidated Statement of Income vary from the amounts that would be computed by applying the composite federal
and provincial statutory income tax rate for the following reasons;

2006 2005 2004
Percent of Percent of Percent of
pre-tax pre-tax pre-tax
For the year ended October 31 ($ millions) Amount __income Amount income Amount Income
Income taxes at statutory rate $ 1,586 34.9% 3§ 1,443 35.0% $ 1,325 352%
Increase {decrease) in income taxes resulting from:
Lower average tax rate applicable to
subsidiaries and foreign branches (467) (10.3) {370} (9.0) (257) {6.8)
Tax-exempt income from securities ' (219) (4.8) {210) (5.1 (235) (6.2)
Future income tax effect of substantively
enacted tax rate changes 4 01 15 0.4 (22} (C.6)
Other, net (32) (0.7} (31) (0.8) (25} (0.8
Total income taxes and effective tax rate $ 872 19.2% 3 847 20.5% $ 786 20.8%

(¢) Future income taxes
The tax-effected temporary differences which result in future income tax assets and (liabilities) are as follows:

As at October 31 (§ millions) 2006 2005
Allowance for credit losses $ 746 | § 659
Deferred compensation 391 301
Loss carryforwardst 174 105
Loss on disposal of subsidiary operations 87 87
Deferred income 59 82
Securities . 2 {58)
Premises and equipment ) {63) {64)
Pension fund (254) (177)
Other 336 208
Net future income taxes®” $§ 1,478 1§ 1,233

(1) Includes a grass future tax asset of $357 as at October 31, 2006 (2005 - $180), relating to subsidiaries’ unused income tax losses ansing in prior years. This future
tax asset has been reduced by a valuation allowance of $183 (2005 - $75), resulting in a net future tax asset of $174 {2005 — $105). Should the portion of the valuation
allowance related to recent acquisitions be reduced in future periods, the reduction would be applied to goodwill.

(2) Met future income taxes of $1,478 (2005 - $1,233) are represented by future income tax assets of $1,626 (2005 - $1,295), net of future income tax liabilities of
$148 (2005 - 362).

Earnings of certain international subsidiaries are subject to tax only upon liability. I all international subsidiaries” unremitted earnings were

their repatriation 1o Canada. As repatriation is not currently planned in repatriated, taxes that would be payable as at October 31, 2006, are
the foreseeable future, the Bank has not recognized a future income tax estimated o be $401 million (October 31, 2005 - $360 millicn).
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17. Employee future benefits

The Bank sponsors a number of employee future benefit plans,
including pensians and other post-retirement benefits, post-employ-
ment benefits and compensated absences for most of its employaes
globally. The following tables present financial information related

to the Bank’s principat plans. The principal plans include pension
and other benefit plans in Canada, the U.5., Mexico, lamaica and
the LK™

Pension plans

Other benefit plans

Far the year ended Octeber 31 (8 millions) 2006 2005 2004 2006 | 2005 2004
Change in benefit obligation ‘
Benefit obligation at beginning of year $ 4568 [$§ 3790 § 3524 |$ 1041 |3 808 747
Cost of benefits earned in the year 143 116 105 a2 36 36
Interest cost on benefit abligation 253 250 239 60 55 51
Employee contributions 9 9 9 - - -
Benefits paid (198} (175) (162} (48) (48) (42)
Actuarial loss (gain) (75} 560 136 (2 200 40
Non-routine events® (90} 36 (15) {4) (10) (1
Foreign exchange (22) (18} {46) (14) - (23)
Benefit obligation at end of year § 4588 |$ 4568 § 3790 |$ 1075 |5 1,041 808
Change in fair value of assets
Fair value of assets at beginning of year $ 4765 |$ 4097 % 3706 |$ 207 |3 162 162
Actual return on assets 440 702 540 27 17 12
Employer cantributions 488 157 77 42 73 41
Employee contributions 9 9 9 - - -
Benefits paid (198} {175} (162} {48) (48) (42)
Non-routine evenis® (75) - (12) - - -
Foreign exchange (39) (25) (61) (7) 3 (N
Fair value of assets at end of year? $ 5390 |$ 4765 $ 4097 [§ 221 |§ 207 162
Funded status
Excess (deficit) of fair value of assets over benefit
obligation at end of year $ 802 [ 197 % 307 |$ (854) |3 (834) (646)
Unrecognized net actuarial loss 537 780 663 325 366 180
Unrecognized past service Costs 86 81 63 (5) (6) (6)
Unrecognized transitional obligation (asset) (364) (411) {460} 206 229 267
Valuation allowance (195} (182) (171 - - -
Empioyer contributions after measurernent date 6 90 129 10 7 19
Net prepaid {accrued) benefit expense at end of year $ 872 | % 555 § 531 | (31B) 1% (238 (186)
Recorded in:
Other assets in the Bank’s Consolidated Balance Sheet $ 1054 |3 729 % 676 | $ 6 |3 10 4
Other liabilities in the Bank's Consolidated Balance Sheet (182) (174) (145) (324) (248) (190)
Net prepaid (accrued) benefit expense at end of year $ 872 | % 555 % 531 |8 (318 1% (238) (186)
Annual benefit expense
Cost of benefits earned in the year 5 143 1% 16 3 105 | % 42 |3 36 36
Interest cost on benefit obligation 253 250 239 60 55 51
Actual return on assets (440} (702) (5409 (27 (+7) (12)
Actuarial loss {(gain) on benefit obligation (75) 560 136 (2) 200 40
Non-routine events® (16) 36 3 (4) (o (n
Elements of employee future benefit costs {income) before
adjustments to recognize the long-term nature of
employee future benefit costs {135) 260 {63) 69 264 114
Adjustments to recognize the long-term nature of
employee future benefit costs:
Difference between expected return and actual return
on plan assets 97 412 272 12 6 -
Difference between net actuarial ioss (gain) recognized .
and actual actuarial loss (gain) on benefit obligation 125 {528} (105) 19 (193) (33)
Difference between amortization of non-routine
events and actual non-routine events 23 (28) 9 4 10 -
Amortization to recognize transitional obligation (asset) (42) (44) {43) 22 19 23
203 (188) 133 57 {158) (10}
Valuation allowance pravided against prepaid benefit expense 13 i 16 - - -
Benefit expense recogmized, excluding defined contribution
benefit expense 81 83 86 126 106 104
Defined contribution benefit expense recognized 3 - — - - - -
Total benefit expense recognized $ 84 | % 83 % 85 |§ 126 | % 106 104

(1) Other plans operaied by certain subsidiaries of the Bank are not considered material and are not included in these disclasures.
(2) Non-routine events include plan amendments, acquisitions, divestitures, transfers, etc.
{3) The fair value of pension plan assets invested in common shares of the Bank totalled $552 (2005 - $540; 2004 - $498).
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Included in the benefit obligation and fair value of assets are the following amounts in respect of plans that are not fully funded;

Pension pla_ns Other benefit plans
For the year ended October 31 (3§ mitlions) . 2006 2005 2004 2006 2005 2004
Benefit abligation™ b 628 (% 787 % 830 [$ 1,075 |5 1041 § 808
Fair value of assets 326 379 497 221 207 162
Deficit of fair value of assets over benefit obligation $  (302) |3 (408) $  (333) |$ (B54) [$ (834) § (646)

(1) Includes the benefit obligation of $266 at the end of 2006 (2005 - $278; 2004 - $230) retated to supplemental unfunded pensior arrangements.

Key weighted-average assumptions (%)™
The key weighted-average assumptions used by the Bank for the measurement of the benefit obligation and benefit expense are summa-
rized as follows:

Pension plans Qther benefit plans
For the year ended October 31 2006 2009 2004 2006 2005 2004
To determine benefit cbligation at end of year
Discount rate 5.75% 5.50% 6.50% 6.00% 5.75% 6.90%
Rate of increase in future compensation® 3.50% 3.55% 3.75% 4.40% 3.85% 4.00%
To determine benefit expense (income) for the year
Discount rate 5.50% 6.50% 6.50% 5.75% 6.90% 6.85%
Assumed long-term rate of return on assets 7.50% 7.25% 7.25% 7.60% 7.30% 7.60%
Rate of increase in future compensation® 3.55% 3.75% 3.95% 4.55% 4.00% 4.00%
Health care cost trend rates at end of year
Initial rate nfa n/a n/a 8.30% 8.90% 8.10%
Ultimate rate nfa n/a nfa 4.60% 4.60% 4.90%
Year ultimate rate reached n/a n/a n/a 2014 2014 201

Includes international ptans which generally have higher rates than Canadian plans. The discount rate used to determine the 2006 benefit expense for the main pension
plan was 5.25% (2005 - 6.25%; 2004 ~ 6.50%) and the discount rate for the other Canadian pension and benefit plans was 5.25% (2005 - 6.50%, 2004 —~ 6.50%).
The discount rate for the 2006 end of year benefit obligation was 5.50% for all Canadian pension and other benefit plans {2005 — 5 25% for all Canadian pensicn and
other benefit plans; 2004 - 6.25% for the main pension plan and 6.50% for the cther Canadian pension and other benefit plans); and the assumed long-term rate of
return on assets for all Canadian pension plans was 7.25% (2005 — 7.00%; 2004 - 7.06%).

The 2006 weighted-average rates shown for other benefit plans do not include Canadian flexible post-retirement benefits plans established in fiscal 2005, as they are
nat impacted by future compensaticn increases.

Al

(2

Sensitivity analysis

Pension plans Other benefit plans

For the year ended October 31, 2006 {3 millions} Benefit obligation  Benefit expense Benefit obligation _ Benefil expense
Impact of 1% decrease in discount rate $ 795 $ 80 $ 175 $ 14
Impact of 1% decrease in assumed long-term rate of return on assets - a1 n/a 2
Impact of 0.25% increase in rate of increase in future compensation 55 10 1 -
Impact of 1% increase in health care cost trend rate n/a nfa 133 20
Impact of 1% decrease in health care cost trend rate n/a n/a (105) (16}
Assets
The Bank’s principal plans” weighted-average asset allocations at the measurement date, by asset category, are as follows:

Pensicn plans Other benefit plans
Asset category 200 2005 2004 2006 2005 2004
Equity investments 67% 66% 67% 17% 15% 13%
Fixed income investments 32% 33% 32% 83% 85% 87%
Other 1% 1% 1% - - -
Total | 100% 100% 100% 100% 100% 100%

Actuarial valuations

Actuarial valuations for the Bank’s principal pension plans are generally required every three years. The most recent actuarial valuation of the
Bank’s main pension plan was conducted as of November 1, 2004, and the date of the next required valuation is Novermber 1, 2007 (this
plan accaunts for 70% of principal pension plans’ benefit obligation and 72% of principal pension plans’ fair value of assets), The Bank may
choose to perform a valuation at another date, which is earlier than November 1, 2007. Actuarial valuations for the Bank’s principal other
benefit plans are generally carried out every two to three years, with the most recent valuation completed as of fuly 31, 2005 for the other
post-retirement benefits and July 31, 2006 for post-employment benefits. The next actuanial valuations are currently scheduled in 2008.
Cash payments and contributions

In fiscal year 2008, the Bank made cash payments of $404 million (2005 - $118 million; 2004 — $179 million) to fund the principal defined
benefit pension plans, including the payment of benefits to beneficiaries under the unfunded pension arrangements. The Bank also made
cash payments of $45 million (2005 — $61 million; 2004 - $51 million) during the year to the principal other benefit plans, primarily in
respect of benefit payments to beneficiaries under these plans. The Bank also made cash payments of $3 million to the principal defined
contribution pension plans, g
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18. Earnings per common share

For the year ended Cctober 31 (§ millions) 2006 2005 2004
Basic earnings per common share

Net income $ 3579(% 3209 § 2908
Preferred dividends paid 30 25 16
Net income available to comman shareholders $ 3549|% 3184 3 2892
Average number of common shares outstanding (millions) 988 998 1,010
Basic earnings per common share™ $ 358 (% 319 % 2.87
Diluted earnings per common share

Net income available to commaon shareholders $ 3549 (% 3,184 3§ 2,892
Average number of common shares cutstanding (millicns) 988 998 1,010
Stock options potentially exercisable (millions)® 13 14 16
Average number of diluted common shares outstanding {millions)? 1,001 1,012 1,026
Diluted earnings per commen share™ 3 355] % 315 % 2.82

(1) Earnings per share calculations are based on full dollar and share amounts,

(2) Reflects the potential dilutive effect of stock options granted under the Bank’s Stock Option Plans as determined under the treasury stock method.
Excludes options with Tanderm SAR features as these options are expensed and booked as liabilities. All other stock options are included in the computation.
(3} Certain convertible instruments have not been included in the calculation since the Bank has the right to redeem them for cash prior to conversion date.

19. Related party transactions

in the ordinary course of business, the Bank provides normat
banking services to its associated and other related corporations on
terms similar 16 those offered to non-related parties.

In Canada, leans are currently granted to directors, officers and
employees at market terms and conditions. In some of the Bank’s
fareign subsidiaries and branches, in accordance with local practices
and laws, loans may be made available to officers and employees of
those foreign units at reduced rates or on preferred terms. Effective
March 1, 2001, the Bank discontinued the practice of granting
loans to officers and employees in Canada at reduced rates. Any of

20. Segmented results of operations

Scotiabank is a diversified financial services institution that provides
a wide range of financial products and services to retail, commerciat

" and corporate customers around the world, The Bank is organized
into three main operating segments; Domestic Banking, Interna-
tional Banking, and Scotia Capital. i

Domestic Banking, including wealth management operations,
provides a comprehensive array of retail and commercial banking
services through branch and electronic delivery channels, to individ-
uals and small to medium-sized businasses in Canada. The retail
services include consumer and mortgage lending, credit and debit
card services, savings, chequing and retirement praducts, personal
trust services, retail brokerage, mutual funds and transaction serv-
ices. In addition to credit, commercial clients are provided with
deposit and cash management services.

International Banking supplies retail and commercial banking
services through branches, subsidiaries and foreign affiliates. The
products, services and channels offered are generally the same as
those in Domestic Banking.

Scotia Capital is an integrated corporate and investment bank
which services the credit, capital market and risk management
needs of the Bank's global relationships with large corporations,
financial institutions and governments. The services provided include
credit and related products, debt and equity underwriting, foreign
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these loans granted prior to March 1, 2001, are grandfathered until
maturity.

Directors can use some or all of their director fees earned to
buy common shares of the Bank at market rates through the
Directors’ Share Purchase Plan.

Non-officer directors may elect to receive all or a portion of their
fees in the form of deferred stock units which vest immediately.
Commencing in fiscal 2004, the Bank no longer grants stock
options 1o non-officer directors. Refer to Note 15 — Stock-based
compensation for further details of these plans.

exchange, derivative products, precious metals products and finan-
cial advisory services. Also, it conducts trading activities for its own
account and provides short-term Canadian dollar funding for the Bank.

The Qther category represents smaller cperating segments,
including Group Treasury and ather corporate items, which are not
allocated to an operating segment.

The results of these business segments are based upon the internal
financial reporting systems of the Bank. The accounting poficies used in
these segments are generally consistent with those followed in the
preparation of the consolidated financial statements as disclosed in
Note 1. The only notable accounting measurement difference is the
grossing up of tax-exempt net interest income to an equivalent before-
tax basis for those affected segments. This change in measurement
enables comparison of net interest income arising from taxable and
tax-exempt sources.

Because of the complexity of the Bank, various estimates and allo-
cation methodologies are used in the preparation of the business
segment financial information. The assets and liabilities are transfer-
priced at wholesale market rates, and corporate expenses are allocated
to each segment based on utilization. As well, capital is apportioned to
the business segments on a risk-based methodology. Transactions
between segments are recorded within segment results as if conducted
with a third party and are eliminated on consolidation.




For the year ended Octaber 31, 2006 {$ millions)
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Domestic Internauonal " Scotia
Taxable equivalent basis Banking Banking Capnal Other” Total
Net interest income $ 3,682 $ 2,306 $ 951 $ (531) | $ 6,408
Provision for credit losses 279 60 (63) (60) 216
Other income 1,935 ° 939 1,437 489 4,800
Net interest and other income 5,338 3,185 2,451 18 10,992
Depreciation and amortization 143 62 23 2 230
Other non-interest expenses 3,326 ,865 932 90 6,213
Income before the undernoted: 1,869 1,258 1,496 (74) 4,549
Provision for income taxes 581 98 443 (250) 872
Non-controlling interest in net income of subsidiaries - 98 - - 98
Net income $ 1,288 3 1,062 $ 1,053 % 176 $ 3,579
Preferred dividends paid 9 8 6 7 30
Net income available to common shareholders $ 1,279 % 1,054 § 1,047 $ 169 $ 3,549
Total average assets ($ biilions) § 136 56§ 130 % 29 [ 3§ 351
For the year ended October 31, 2005 {$ millions)
Domestic Internatanal Scoua
Taxable equivalent basis Banking Banking Capial Other™ Total
Net interest income $ 3576 3 1,969 % 849 $ {523y % 5871
Provision for credit losses 274 70 (71) (43} 230
Other income 1,819 793 1,320 597 4,529
Net interest and other income 5,121 2,692 2,240 117 10,170
Depreciation and amortization 130 S0 20 2 202
Other non-interest expenses 3,166 1,662 a09 104 5,841
Income before the undernoted: 1,825 980 1,311 1 4,127
Provision for income taxes 566 103 3350 212) 847
Nen-controlling interest.in net income of subsidiaries - 71 - - 71
Net income $ 1,259 3 806 $ 921 3 223 $ 3,209
Preferred dividends paid 6 6 & 7 25
Met income available to commeon shareholders $ 1,253 4% 200 ¢ 915 $ 26  $ 3184
Total average assets ($ billions) 3 123 $ 50 % 112 5 24 3 309
For the year ended October 31, 2004 (3 millions)
Domestic International Scotia
Taxable equwalent basis Banking Banking Capital Other ™ Total
Net interest incoma $ 3494 ¢ 1858 ¢ 937 $ (588 § 5,701
Provision for credit losses 7 70 106 (103) 390
COther income 1,671 741 1,227 681 4,320
Net interest and other income 4,848 2,529 2,058 196 9,631
Depreciation and amortization 137 57 21 1 216
Other non-interest expenses 3,080 1,549 939 78 5,646
Income before the undernoted: 1,631 923 1,098 117 3,769
Provision for income taxes 522 126 275 {(137) 786
Non-controlling interest in net income of subsidiaries - 75 — - 75
Net income $ 1,109 $ 722 $ 823 $ 254 $ 2,908
Preferred dividends paid 4 4 4 4 16
Net income available to common shareholders $ 1,105 3 718 $ 819 $ 250 $ 2.892
Total average assets ($ billions) $ 112 % 49 % 109 9§ 14 5 284

(1} Includes revenues from all other smaller operating segments of $372 in 2006 (2005 - $432; 2004 — $445), and net income available to common shareholders of $207
in 2006 (2005 - $274; 2004 - $266). As well, includes corperate adjustmenis such as the elimination of the tax-exempt income gross-up reported in net interest income
and provision for income taxes of $440 (2005 - $326; 2004 - $274), changes in the general allowance, differences in the actual amount of costs :ncurred and charged

to the operating segments, and the impact of securitizations.
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Geographical segmentation’
The following table summarizes the Bank's financial results by geograghic region. Revenues and expenses which have not been allocated
back to specific operating business lines are reflected in corporate adjustments,

United Cther
For the year ended October 31, 2006 ($ millons) Canada States Mexico Internatonal Total
Net interest income $ 4,029 $ 71 $ 802 3 1,656 $ 6,558
Provision for credit losses . 273 {41) 27 17 276
Other income 2,883 581 403 726 4,593
Non-interest expenses 4110 241 630 1,448 6,429
Provisicn for income taxes 478 138 (an 153 752
Non-controlling interest in net income of subsidiaries - - 15 83 98
Preferred dividends paid 12 7 3 7 24
§ 2,039 3 312 3 547 $ 674 $ 3,572
Corporate adjustments (23)
Net income available to common shareholders ‘ $ 3,549
Total average assets (3 billions) 3 227 % 31 $ 21 5 66 |9 345
Corporate adjustments 6
Total average assets, including corporate adjustments $ 351
United Other
For the year ended Qctober 31, 2005 (3 millians) Canada States texico Internanonal Total
Net interest income $ 3.808 $ 199 3% 690 $ 1,438 % 6,135
Provision for credit losses 262 (93} 34 70 273
Other income 2,737 484 363 716 4,300
Non-interest expenses 3,917 246 669 1,185 6,017
Provision for income 1axes 450 216 1 142 809
Non-controlling interest in net incame of subsidiaries - - 10 61 . 71
Preferred dividends paid 9 2 2 & 19
§ 1,907 $ 312 $ 337 $ 690 $ 3,246
Corporate adjustments (62}
Net income available to common shareholders $ 3,184
Total average assets ($ billions) $ 205 % 25 % 19 3 57 % 306
Corporate adjustments 3
Total average assets, including corporate adjustments i 309
Urited Other
For the year ended October 31, 2004 {$ millions) Canada Siates Mexico International Total
Net interest income $ 3,624 $ 334 3 599 $ 1,441 $ 5,998
Provision for credit losses 303 54 4] 130 493
Other income 2,495 513 331 727 4,066
Non-interest expenses - 3,794 262 618 1,158 5,832
Provision for incorme taxes 384 194 12 175 765
Non-controlling interest in net income of subsidiaries - - 15 60 75
Preferred dividends paid 6 2 1 3 12
$ 1,632 3 335 3§ 278§ 642 % 2,887
Corporate adjustments 5
Met income available to common shareholders ' 2892
Total average assets (§ billions) $ 188 ] 21 $ 17 % S6 % 282
Corporate adjustments - 2
Total average assets, including corporate adjustments . $ 284

(1) Raevenues are atiributed to countries based on where services are performed or assets are recorded.

116 2006 SCOTIABANK ANNUAL REPORT




21. Guarantees, commitments and contingent liabilities
(a} Guarantees
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A guarantee is a contract that contingently requires the guaranter to make payments to a third party based on (i} changes in an underlying interest
rate, foreign exchange rate or other variable, including the occurrence or non-occurrence of an event, that is related to an asset, liability or eguity
security held by the guaranteed party, (i) an indemnification provided to the third party with the characteristics listed above, (i} another entity's
failure to perform under an obligating agreement, or (iv) another entity’s failure to perform in relation to its indebtedness. The various guarantees
and indemnifications that the Bank provides 1o its customers and other third parties are presented below.

2006 2005
Maximum potential Maximum potential
amount of future amount of future
As at October 31 (§ miliions) payments'? payments”
standby letters of credit and letters of guarantee $ 18486 $ 15777
Liquidity facitities 10,090 7,728
Derivative instruments 1,521 1,042
Securitizations 170 809
Indemnifications 549 555

{1) The maximum potential améunt of future payments represents those guarantees that can be gquantified and excludes other guarantees that cannot be quantified. As
many of these guarantees will not be drawn upon and the maximum potential amount of future payments listed above does not consider the possibility of recovery
under recourse or ccllateral provisions, the above amounts are not indicative of future cash requirements, credit risk, or the Bank’s expected losses from these

arrangements.

Standby letters of credit and letters of guarantee
Standby letters of credit and letters of guarantee are issued at the
request of a Bank customer in order to secure the customer’s payment
or performance obligations to a third party. These guarantees repre-
sent an irrevocable obligation of the Bank t¢ pay the third-party bene-
ficiary upon presentation of the guarantee and satisfaction of the
documentary requirements stipulated therein, without investigation as
to the validity of thé beneficiary’s claim against the customer. Gener-
ally, the term of theése guarantees does not exceed four years. The
types and amounts of collateral security held by the Bank for these
guarantees is generally the same as for joans. As at October 31,
2006, $12 million (2005 - $6 million) was inciuded in other liabilities
in the Consolidated Balance Sheet with respect to these guarantees.
The Bank provides partial credit enhancements in the form of
financial stancby !etters of credit to commercial paper conduits,
administered by the Bank and by third parties. As at October 31,
2006, these credit enhancements amounted to $43 million (2005 -
%27 million) and are included within standby letters of credit and
letters of guarantee in the above table. The credit enhancements are
provided 1o ensure a high investment grade credit rating is achieved
for notes issued by the conduits. Generally, these facilities have a
term of up to one year. No amounts have been recorded in the
Consolidated Balance Sheet with respect to these facilities.

Liquidity facilities

The Bank provides backstop liquidity facilities to asset-hacked
commercial paper conduits, administered by the Bank and by third
parties, These facilities provide an alternative source of financing, in
the event market disruption prevents the conduit from issuing
commercial paper or, in some cases, when certain specified condi-
tions or performance measures are not met. Generally, these facili-
ties have a term of up to one year.

Derivative instruments
The Bank enters into written credit derivative contracts under which a
counterparty is compensated for losses on a specified referenced
asset, typically a loan or bond, if a default or other defined triggering
event occurs. The Bank also enters into written option contracts under
which a counterparty is granted the right, but not the obligation, to
sell a specified quantity of a financial instrument at a pre-determined
price on or before a set date. These written option contracts are

" normally referenced to interest rates, foreign exchange rates or equity
prices. Typically, a corporate or government entity is the counterparty
to the written credit derivative and option contracts that meet the
characteristics of guarantees described above. The maximum potential

amount of future payments disclosed in the table above relates to
written credit derivatives, puts and floors. However, these amounts
exclude certain derivatives contracts, such as written caps, as the
nature of these contracts prevents guantification of the maximum
potential amount of fulure payments. As at October 31, 2006,

342 million (2005 - $47 million) was included in Trading derivatives’
market valuation in the Consalidated Balance Sheet with respect (o
these derivative instruments.

Secuntizations

The Bank’s revolving securitization agreements may require payments
to be made to the trusts under certain limited circumstances. These
guarantees will be outstanding for the remaining term to maturity of
the trusts’ securitization notes, which is on average 40 manths. These
payments are contingent on failure to maintain a minimum pool size
due to the occurrence of certain limited predefined events.

Indemnifications

In the ordinary course of business, the Bank enters into many contracts
which contain indemnification provisions, such as purchase contracts,
service agreements, trademark licensing agreements, escrow arrange-
ments, sales of assets or businesses, outsourcing agreements, leasing
arrangements, clearing system arrangements, securities fending agency
agreements and structured transactions. In such contracts, the Bank
may indemnify counterparties to the contracts for certain aspects of
the Bank's past conduct if other parties fail to perform, or if certain
events occur, such as changes in laws and regulations {including tax
legistation), changes in finrancial condition of third parties, infringe-
ments and breaches of representations and warranties, undisclosed
liabilities, and loss caused by the actions of third parties, or as a result
of litigation claims by third parties. These indemnification provisions
will vary based upon the contract. In certain types of arrangements,
the Bank may in turn obtain indemnifications from other parties to the
arrangement or may have access to collateral under recourse provi-
sions. in many cases, there are no pre-determined amounts or limits
included in these indemnification provisions and the occurrence of
contingent events that will trigger payment under them is difficult to
predict. Therefore, the Bank cannot estimate in all cases the maximum
potential future amount that may be payatle, nor the amount of
collateral or assets available under recourse provisions that would miti-
gate any such payments. Historically, the Bank has not made any
significant payments under these indemnities. As at October 31, 2006,
$12 million (2005 - $13 million) was included in other liabilities in the
Consolidated Balance Sheet with respect to indemnifications.
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(b) Other indirect commitments

In the narmal course of business, various other indirect commit-

ments are outstanding which are not reflected on the Censolidated

Balance Sheet. These may inciude:

- Commerdial letters of credit which require the Bank to honour drafts
presented by a third party when specific activities are completed;

- Commitments to extend credit which represent undertakings to
make credit available in the form of loans or other financings for
specific amounts and maturities, subject to specific conditions;

- Securities lending transactions under which the Bank, acting as
principat or agent, agrees ta lend securities to a borrower. The
borrower must fully collateralize the security loan at al! times.
The market value of the collateral is monitored relative to the
amounts due under the agreements, and where necessary,
additional coilateral is obtained; and

- Security purchase commitments which require the Bank tc fund
future investments.

These financial instruments are subject to norma! credit standards,

financial controls and monitoring procedures.

The table below provides a detailed breakdown of the Bank’s ather indirect commitments expressed in terms of the contractual amounts of
the related commitment or contract which are not reflected on the Consotidated Balance Sheet.

As at October 31 (§ millions) s

2006™ 2005™

Commercial letters of credit
Commitments to extend credit:
QOriginal term to maturity of ane year or less
Original term to maturity of more than one year
Securities lending
Security purchase and other commitments
Total

{1} Amounts refating 1o variable interest entities are disclosed in Note 6.

() Lease commitments and other executory contracts

$ 982 | 3 937

61,453 57,574
44,465 42,335
8,682 6,675
3,299 1,747

$ 118,881 | § 109,268

Minimum future rental commitments at October 31, 2006, for buildings and eguipment under long-term, non-cancellable leases are shown below.

For the vear (§ millions)

2007 $ 166
2008 143
2005 117
2010 93
2011 70
2012 and thereafter 196
Total $ 785

Building rent expense, net of rental income from subleases, included in the Consolidated Statement of Income was $181 million {2005 -

$176 million; 2004 - $170 million).

In addition, the Bank and its subsidiaries have entered into certain long-term executory contracts relating to outsourced services. The
significant cutsourcing arrangernents have variable pricing based on utilization and are cancellable with notice.

(d) Assets pledged and repurchase agreements

In the ordinary course of business, securities and other assets are pledged against liabilities. As well, securities are sold under repurchase

agreements. Details of these activities are shown below.

As at October 31 {5 mithons)

Assets pledged tor
Bank of Canada™
Foreign governments and central banks™
Clearing systems, payment systems and depositories™
Assets pledged in relation to exchange-traded derivative transactions

Assets pledged as collateral related to securities borrowed, and securities lent

Assets pledged in relation to over-the-counter derivative transactions
Cther

Total assets pledged
Obligations related to securities sold under repurchase agreements
Total

2006 2005

$ 25|59 25
2,605 -2,799
1,531 1,412
108 148
24,955 15,883
1,744 1,366
1,609 -

$ 32577 | % 21,633
33,470 26,032
$ 66,047 | § 47,665

(1) Includes assets pledged in order to participate in clearing and payment systerns and depositories, or to have access to the facilities of central banks in foreign jurisdictions.

{e) Litigation
In the ordinary course of business, the Bank and its subsidiaries are
routinely defendants in or parties te a number of pending and
threatened legal actions and proceedings, incluging actions brought
on behalf of various classes of claimants.

In view of the inherent difficulty of predicting the outcome of
such matters, the Bank cannot state what the eveniual outcome of
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such matters will be; however, based on current knowledge,
management does not believe that liabilities, if any, arising from
pending litigation will have a material adverse effect on the
consolidated financial position, or results of operations of the Bank.




22. Financial instruments
(a) Fair value

Fair value amounts represent estimates of the consideration that
would currently be agreed upen between knowledgeable, willing
parties who are under no compulsion to act and is best evidenced
by a quoted market price, if one exists. Many of the Bank’s financial
instruments lack an available trading market. Therefore, these
instruments have been valued using present value or other valuation
technigues and may not necessarily be indicative of the amounts
realizable in an immediate settlement of the instruments. In addi-
tion, the calculation of estimated fair value is based on market

CONSOLIDATED FINANCIAL STATEMENTS

conditions at a specific point in time and may not be reflective of
future fair values.

Changes in interest rates are the main cause of changes in the
fair value of the Bank’s {inancial instruments. The majority of the
Bank’s financial instruments are carried at historical cost and are not
adjusted to reflect increases or decreases in fair vaiue due to market
fluctuations, including those due to interest rate changes. For thase
financial instruments held for trading purposes, the carrying value is
adjusted regularly 1o reflect the fair value.

The following table sets out the fair values of on-balance sheet financial instruments and derivative instruments of the Bank using the valua-
tion methods and assumptions described below. The fair values disclosed do not reflect the value of assets and liabilities that are not consi-

dered financial instruments, such as land, buildings and equipment.

20086 2005
Total Total Favourables Total Total Favourable/
fair book {Unfavour- fair book {Unfavour-
As at October 31 (% millions) value value able} value value able)
Assets:
Cash resources $ 23,376 $ 23,376 ] - | $ 20,505 $ 20,505 $ -
Securities 96,593 95,502 1,091 74,618 73,459 1,159"
Loans 228,486 228,479 7 191,956 191,005 951
Customers” liability under acceptances 9,555 9,555 - 7,576 7,576 -
Qther 4,075 4,075 - 3,959 3,959 -
Liabilities:
Deposits 264,282 263,914 (368) 218,002 217,445 (557)
Acceptances . 9,555 9,555 - 7.576 7.576 -
Obligations related to securities sold under
repurchase agreements 33,470 33,470 - 26,032 26,032 -
Obiigations related to securities sold short 13,396 13,396 - 11,250 11,250 -
Other 24,629 24,629 - 19,072 19,072 -
Subordinated debentures : 2,444 2,271 (173) 2,810 2,597 {213}
Capital instrument liabilities 809 750 (59) 830 750 (80}
Derivatives (Note 23) (873) {771)@ {102} {149) {(137)® {12)

(1) This excludes net deferred hedge losses on securities of $93 (2005 - $109).
(2) This represents a net liability.

The book value of financial assets and financiai liabilities held for
purposes other than trading may exceed their fair value due
primarily to changes in interest rates. In such instances, the Bank

Determination of fair value

The following methods and assumptions were used to estimate the
fair values of on-balance sheet financial instruments.

The fair values of cash resources, securities purchased under
resale agreements, customers' liability under acceptances, other
assets, obligations related to securities sold under repurchase agree-
ments, acceptances and other liabilities are assumed to approximate
their carrying values, due to their short-term nature.

does not reduce the book value of these financial assets and finan-
cial liabilities to their fair value as it is the Bank's intention to hold
them until there is a recovery of fair value, which may be to maturity.

The fair value of securities is assumed to be equal to the
estimated market value of securities provided in Note 3. The fair
value of obligations related to securities sold short is assumed to be
equal to their book value as they are carried at market value. These
market values are based on quoted prices, when available. When a
quoted price is not readily available, market values are estimated
using quoted market prices of similar securities, or other valuation
techniques.
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The estimated fair value of loans reflects changes in the general
level of interest rates that have occurred since the loans were origi-
nated. The particular valuation methods used are as follows:

- For loans to designated emerging markets, fair value is based on
quoted market prices.

- For floating rate loans, fair value is assumed to be equal to book
value as the interest rates on these loans automatically reprice to
market.

- For ali other loans, fair value is determined by discounting the
expected future cash flows of these [0ans at market rates for
loans with similar terms and risks.

{b) Interest rate risk

The fair values of deposits payable on demand or afier notice or
floating rate deposits payable on a fixed date are assumed 1o be
equal to their carrying values. The estimated fair values of fixed-rate
deposits payable on a fixed date are determined by discounting the
contractual cash flows, using market interest rates currently offered
for deposits with similar terms and risks.

The fair values of subordinated debentures and capital instru-
ment liagilities are determined by reference to quoted market prices.
When quoted market prices are not available, fair values are
estimated using current market prices for debt with similar terms
and risks,

The following table summarizes carrying amounts of balance sheet assets, liabilities and equity, and off-balance sheet financial instruments in
order to-arrive at the Bank’s interest rate gap based on the earfier of contractual repricing or maturity dates. To arrive at the Bank's view of its
effective interest rate gap, adjustments are made to factor in expected mortgage and loan repayments based on historical patterns and
reclassify the Bank’s trading instruments 1o the Immediately rate sensitive and Within 3 months categaries.

Immediately Within Three t& QOne to Over Marn-rate

As at October 31, 2006 ($ millions) rate sensiive™ 3 months 12 months S years 5 years sensitive Total
Cash resources b 231 $ 14,397 & 2,851 $ &7 3 - § 5830 % 23376
Investment securities 278 12,604 3,489 10,254 3,647 2,740@ 33,012
Trading securities - 7,984 8,046 7,417 9,790 29,253 62,430
Loans 26,887 107,806 21,697 67,297 5,529 (7372 228,479
Other assets - - - - - 31,649% 31,649
Jotal assets $ 27,396 $142,791 $ 36083 $ 85035 § 18966 § 68,735 $379.006
Deposits $ 28,653 §154,588 $ 36,151 $ 29,783 $ 4,555 $ 10,184 $263,914
Obligations refated to securities

sold under repurchase agreements - 31,971 1,499 - - - 33,470
Obligations related to .

securities sold short - 2,080 2,264 2,277 5,301 1,474 13,396
Subordinated debentures - - 740 1.031 500 - 2,271
Capital instrument liabilities - - - 750 - - 750
Qther liabilities - 7,554 85 - - 40,019 47,658
Sharehalders' equity - - - - - 17,547 % 17,547
Totat liabilities and

shareholders’ equity % 28653 $196,193 § 40,739  § 33841 § 10,356 § 69,224 $379,006
On-balance sheet gap (1,257) (53,402) {4,656} 51,194 . 8610 (489) -
Off-balance sheet gap - 9,721 {11,206) 777 708 - -
Interest rate sensitivity gap based

on contractual repricing (1,257) (43,681) (15,862) 51,971 9,318 {489) -
Adjustment 1o expected repricing 13,477 30,799 11,462 (28,303} (5,397) (22,038} -
Total interest rate sensitivity gap $ 12220 $(12,882) $ (4.400) $ 23668 $ 3,921 $1{22527) $ -
Cumulative gap 12,220 (662) {5,062) 18,606 22,527 - -
As at Ociober 31, 2005 (4 millions}
Total interest rate sensitivity gap $ 13834 % (8914 3% (1,628 % 13051 % 3,941 $ (20,284 % -
Cumulative gap 13,834 4,920 3,292 16,343 20,284 = =

(1) Represents those financial instruments whose interest rates change concurrently with a change in the underlying interest rate basis, far example, prime rate joans.
(2) This includes financial instruments such as cammon shares, non-term preferred shares, and shares in associated corporations.

(3) This includes net impaired loans and the general allowance.
(4} This includes non-financial instruments.

The tables on the following page summarize average effective yields, by the earlier of the contractual repricing or maturity dates, for the

following on-balance sheet rate-sensitive financial instrumenis.
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s at October 31, 2005 e serais 3months 12 mani 5 year o
Cash resources 4.3% 4.8% 5.0% 4.7% ~% 48%
Investment securities® 5.2 5.4 4.4 45 6.0 5.1
Trading securities - 6.3 4.4 4.5 5.t 5.1
Loans® 7.0 . 6.2 6.3 5.7 7.2 6.2
Deposits® 4.0 4.0 a1 4.0 5.1 4.0
Obligations related to securittes sold

under repurchase agreements® - 4.8 6.5 - - 4.9
Qbligations related to securities sold short - 46 4.2 43 4.3 4.3
Subordinated debentures - - 6.0 58 8.6 6.5"
Capital instrument liabilities™ - - - 7.1 - 7.1
Other liahilities - 5.3 5.3 - - 5.3

Immediately Within Three {0 Ore to Over

As a1 October 31, 2005 rate sensitive 3 months 12 months S years 5 years Total
Cash resources 4.8% 4.0% 5.4% 4.1% % 4.3%
Investment securities™ 4.9 4.6 5.8 5.0 5.8 5.0
Trading securities - 4.3 5.7 6.1 57 5.5
Loans™ 6.2 5.1 5.5 5.7 7.7 55
Deposits™ 2.5 3.1 3.2 39 6.3 32
Obligations refated to securities sold

under repurchase agreements® . - 4.7 7.7 - - 49
Obligations related to securities sold short - 3.0 34 4.0 4.7 42
Subordinated debentures™ - - 5.5 6.0 8.6 6.4
Capital instrument liabilities™ - - - 6.6 7.3 7.1
Other liabilities — 3.9 4.0 - - 3.9

(1) After adjusting for the impact of related derivatives, the yield was 6.2% {2005 - 5.2%). .
{2} Yields are based on book values and contractual interest or stated dividend rates adjusted for amortizaton of premiums and discounts. Yields on tax-exempt secunties

have not been computed ¢n a taxable equivalent basis.
{3) Yields are based on book values, net of allowance for credit losses, and contractual interest rates, adjusted for the amortization of any deferred income,
{4) Yieids are based on book values and contraclual raies.

(<) Credit exposure

The following table summarizes the credit exgosure of the Bank to businesses and governments, net of the allowance for credit losses.

2006 2005
Loans and Dernvative Other
As at September 30 ¢§ millions) acceptances”’! instruments™ exposures™ Total Total
By sector: .
Resource and manufacturing, exclud'ing automotive $ 21,359 $ 517 $ 5,305 $ 27,181 % 23,510
Finance and government 18,386 9,162 6,624 34172 24,594
Other 39,743 2,163 8,089 49,995 46,819
Total $ 79,488 $ 11,842 § 20,018 $111,348 § 94,923
General allowance™® 1,290 1,308
$ 110,058 $ 93,615
By geography®™:
Canada $ 32,962 $ 5,546 $ 6,160 $ 44,668 $ 41,984
United States 14,231 2,911 10,071 27,213 15,364
Mexico 5,555 5 254 5,814 5,768
Other International 26,740 3,380 3,533 33,653 27,807
Total $ 79,488 3 11,842 § 20,018 $111,348 3 94,923
General allowance™ 1,290 1,308
$110,058 § 93615

{1) Excludes securities purchased under resale agreements,

{2} Derivative instruments and general allowance are as at October 31.

{3) Comprises guarantees and letters of credit

{4) The remaining $17 {2005 - $22) of the $1,307 (2005 - $1,330) general allowance relates to loans other than business and government.
{5) Geographic segmentation is based upon the location of the ultimate risk of the credit exposure.
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{d) Anticipatory hedges

In its normal course of business, the Bank may decide ta hedge expenses and planned deposit campaigns. As at October 31, 2006,
anticipatory transactions such as future foreign revenues and and 2005, there were no material anticipatory hedges outstanaing.

23. Derivative instruments
(a) Notional amounts

The following table provides the aggregate notional amounts of off-balance sheet derivative instrurnents outstanding by type and segregated
between those used by the Bank in its dealer capacity (Trading) and those used in the Bank’s asset/liability risk management process (ALM}.
The notional amounts of these contracts represent the derivatives volume outstanding and do not represent the potential gain or loss associ-
ated with the market risk or credit risk of such instruments. The notional amounts represent the amount to which a rate or price is applied to
determine the amount of cash flows 1o be exchanged. Other derivative contracts — other includes precious metals other than gold, and base
metal derivatives.

2006 2005
As at October 31 (3 millions) Trading ALM Total Trading ALM Total
Interest rate contracts
Exchange-traded:
Futures $112,055 $ 12,199 [§ 124,254 | % 58526 % 13647 % 72,173
Cptions purchased 13,788 - | 13,788 8,568 - 8,568
Options written 2,128 - 2,128 - — —
127,971 12,199 140,170 67,094 13,647 80,741
Over-the-counier:
Forward rate agreements 13,649 10,070 23,719 18,174 9.73% 27,909
Swaps 386,311 85,844 472,155 357,252 58,673 415,925
Options purchased 21,384 2,908 24,292 21,978 4,751 26,729
Options written 23,570 1,921 25,891 28,952 548 29,600
445,314 100,743 546,057 426,356 73,807 -500,163
Total $573,285 $112,942 |$ 686,227 | $493,450 $ 87,454 % 580,904
Foreign exchange and gold contracts
Exchange-traded:
Futures $ 6868 § - |$ 688 3% 4753 $ - % 4,753
Options purchased ) 124 - 124 7 - 7
Qptions written 104 - 104 6 - 6
7,096 - 7,096 4,766 = 4,766
Over-the-counter;
Spot and forwards 176,030 14,141 190,171 176,525 6,819 183,344
Swaps 60,356 25,004 85,360 49,745 11,818 61,563
Cptions purchased 2,475 - 2,475 2,200 - 2,200
Options written 2,478 - 2,478 2,146 - 2,146
241,339 39,145 280,484 230,616 18,637 249,253
Total $248,435 $ 39,145 |% 287,580 | $235,382 § 18,637 § 254,019
Other derivative contracts ]
Equity: over-the-counter $ 27.678 § 3595 ($ 31,273 § 24,151 $ 3,322 § 27473
Credit: over-the-counter 32,832 1,993 34,825 20,154 938 21,092
QOther 4,731 31 4,762 2,840 - 2,840
Total % 65,241 $ 5619 |$ 70860 | $ 47,145 - % 4,260 § 51,405
Total notienal amounts outstanding $886,961 $157,706 |$1,044,667 | $775,977 $1410,351 $ 886,328
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{b} Remaining term to maturity
The following table summarizes the remaining term to maturity of the notional amounts of the Bank’s derivative instruments by type:

Within One to Qver
As at October 31, 2006 {$ millions) . 1 year 5 years 5 years Total
Interest rate contracts
Futures $107,420 $ 16,834 $ - |$ 124,254
Forward rate agreements 23,384 335 - 23,719
Swaps 134,288 248,080 89,787 472,155
Cptions purchased 27,482 9,750 848 38,080
Options written 12,962 10,111 4,946 28,019
305,536 285,110 95,581 686,227
Foreign exchange and gold contracts
Futures 5,351 1,517 - 6,868
Spot and forwards 180,257 8,874 1,040 190,171
Swaps 14,467 47,593 23,300 85,360
Opticns purchased 2,432 167 - 2,599
Options written 2,443 139 - 2,582
204,950 58,290 24,340 287,580
Other derivative contracts
Equity 27,096 3,739 438 31,273
Credit 11,298 18,072 5,455 34,825
Other 4,178 584 - 4,762
42 572 22,395 5,843 70,860
Total $553,058 $ 365,795 $125,814 | $1,044,667
within Cne to Over
As at October 31, 2005 ($ millions) 1 vear 5 years S years Total
Interest rate contracts
Futures $ 57910 § 14,263 $ - % 72173
Forward rate agreements 25,914 1,995 - 27,509
Swaps 131,818 206,689 77,418 415,925
Options purchased 22,538 12,302 457 35,297
QOptions written ' 14,974 11,947 2,679 29,600
253,154 247,196 80,554 580,904
Foreign exchange and gold contracts
Futures 3,529 1,224 - 4,753
Spot and forwards 173,778 8,315 1,251 183,344
Swaps 13,372 27,105 21,086 61,563
Options purchased 1.897 310 - 2,207
Cptions written 1,922 230 - 2,152
194,498 37,184 22,337 254,019
Other derivative contracts
Equity 20,021 6,994 458 27,473
Credit 5,379 15,304 409 21,092
Other 2,599 241 - 2,840
27,999 22,539 867 51,405
Total $475,651 $306,919 $103,758 § 886,328
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{c) Credit risk

As with on-balance sheet assets, derivative instruments are subject
to credit risk. Credit risk arises from the possibility that counterpar-
ties may default on their obligations to the Bank. However, whereas
the credit risk of on-balance sheet assets is represented by the prin-
cipal amount net of any applicable allowance for credit losses, the
credit risk associated with derivatives is normally a small fraction of
the notional amount of the derivative instrument. Derivative
contracts generally expose the Bank to credit loss if changes in
market rates affect a counterparty’s position unfavourably and the
counterparty defaults on payment. Accordingly, credit risk of deriva-
tives is represented by the positive fair value of the instrument.
Negotiated over-the-counter derivatives often present greater
credit exposure than exchange-traded contracts. The net change in

the exchange-traded contracts is normally settled daily in cash with
the exchange. Holders of thase contracts look to the exchange for
perfermance under the contract.

The Bank strives to limit credit risk by dealing with counterparties
that it believes are creditworthy, and manages its credit risk for deriv-
atives through the same credit risk process applied to on-balance
sheet assets.

The Bank pursues opportunities to reduce its exposure to credit
losses on derivative instruments. These apportunities include entering
into master netting arrangements with counterparties. The credit risk
associated with favourable contracts is eliminated by a master
netting arrangement to the extent that unfavourable contracts with
the same counterparty are not settled before favourable contracts.

The following table summarizes the credit exposure of the Bank's derivatives. The credit risk amount {CRA) represents the estimated replace-
ment cost, or positive fair value, for all contracts without taking into account any master netting or collateral arrangements that have been

made. The CRA does not reflect actual or expected losses.

The credit equivalent amaunt {CEA} is the CRA plus an add-on for potential future exposure. The add-on amount is based on a formula
prescribed in the Capital Adequacy Guideline of the Superintendent. The risk-weighted balance is the CEA multiplied by counterparty risk factors
prescribed by this Guideline. Other derivative contracts — other includes precious metals other than gold, and base metal derivatives.

2006 2005
Credit
Credit risk Fotential equivalent Risk- Credit risk Risk-
National amount future amaunt weighted amount weighted
amount (CRA) exposure (CEA) batance (CRA) balance
As at October 31 {$ millions) (a) {b) (a) + {b}
Interest rate contracts ‘
Futures $ 124254 § - 3 - 3 - % -1 % - 4 -
Forward rate agreements 23,719 13 5 18 8 6 5
Swaps 472,155 3,23 2,353 5.584 1,344 3,798 1,357
QOptions purchased 38,080 185 61 246 62 240 69
Options written 28,019 - - — - - -
686,227 3,429 2,415 5,848 1,414 4,044 1,425
Foreign exchange and gold contracts
Futures 6,868 - - - - .- -
Spot and forwards 190,171 2,914 2,109 5,023 1,403 3,372 1,532
Swaps 85,360 4,185 4,272 8,457 2,120 3,863 1,860
Options purchased 2,599 64 33 97 35 47 32
Options written 2,582 - - - - - -
287,580 7,163 6,414 13,577 3,558 7,282 3,424
Other derivative contracts
Equity 31,273 632 1,932 2.564 739 922 806
Credit 34,825 200 1,930 2,130 682 173 484
Other 4,762 418 305 723 273 68 97
70,860 1,250 4,167 5,417 1,694 1,163 1,387
Total derivatives $1,044667 % 11,842 § 13,000 § 24842 % 6,666 $ 12,489 $ 6,236
Less: impact of master netting
agreements 5,772 4,814 10,586 2,484 6,529 2,358
Tota! $ 6,070 $ 8,186 $ 14,256 "|$ 4,182 $ 5,960 $ 3,878
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(d)} Fair value
Fair values of exchange-traded derivatives are based on quoted market and yield curve or volatility factors underlying the positions.

prices. Fair values of over-the-counter (OTC) derivatives are determined The determination of the fair value of trading derivatives
using pricing maodels, which take into account current market and includes consideration, on a portfolio basis, of customer credit risk
contractual prices of the underlying ins gsments, as well as time value and ongoing direct costs over the life of the instruments.

The following table summarizes the fair value of derivatives segregated by type and segregated between trading and those derivatives used in
the Bank’s asset/liability risk management process (ALM).

2006 2006 2005
Average fair value ™ Year-end fair value Year-end fair value
As at October 31 (3 millions) Favourable Untavourable Favourable Unfavourable Favourable Unfavourable
Trading
Interest rate contracts
Forward rate agreements 3 7 3 4 (3 13 4 1 3 2 3 6
Swaps ' 3,271 3,159, 2,827 2,658 3,501 3,432
Options 204 226 184 193 224 264
. . 3,482 3,389 3,024 2,852 3,727 3,702
Foreign exchange and gold contracts
Forwards 4,167 3,992 2,810 2,629 3,327 3.263
Swaps 3,656 3,068 3,551 3,047 3,630 2,833
Options 70 70 64 63 47 67
7,933 7.130 6,425 5,739 7,004 6,163
Other derivative contracts . )
Equity 713 1,252 337 1,578 657 838
Credit 196 621 194 816 166 415
Other 369 291 389 226 68 75
1,278 2,164 920 2,620 891 1,328
Trading derivatives’ market valuation $ 12,693 $ 12683 |$ 10,269 $ 11,211] $ 11,622 § 11,193
ALM ¢
Interest rate contracts
Forward rate agreements $ - 3 1 3 4 $ 4
Swaps 404 409 297 351
Options 1 1 16 8
405 411 317 363
Foreign exchange and gold contracts
Forwards 104 86 45 68
Swaps 634 988 233 982
Qptions . — - - -
' 738 1,074 278 1,050
Other derivative contracts
Equity 295 5 265 27
Credit 6 14 7 5
Other . 29 - - -
330 19 272 32
Total ALM derivatives’ market vatuation : $ 1,473 § 1504 § 867 § 1,445
Total gross fair values before netting $ 11,842 $ 12715| $ 12,489 ¢ 12,638
Less: impact of master netting agreements 5772 5772 6,529 6,529
Total derivatives’ market valuation 3 6070 % 6,943 § 590 3 6,109

{1} The average fair value of trading derivatives’ market valuation for the year ended October 31, 2005 are favourable $12,894 and unfavourable $12,554. Average fair
value amounts are based on month-end balances.

{2} The changes in the fair values of these derivative financial instruments wholly ar partially offset the changes in the fair values of related on-balance sheet financial
instruments, specific firm commitments or forecasted transactions. :
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24. Acquisitions

(a) Canadian acquisitions i

The Bank completed the acquisitions of (i) the Canadian operations
aof the National Bank of Greece on February 3, 2006, and (i} Maple
Trust Company on March 31, 2006.

The combined investmeant in these companies was approxi-
mately $306 million, which includes amounts invested directly in the
acquired business. Total assets at acquisi'tion were $2.2 billion,
comprised almost entirely of loans. The estimated total goodwill of
4140 million and other intangible asseis of $52 million have been
recorded in the Consclidated Balance Sheet. In addition to the
purchase of Maple Trust Company, as part of the acquisition of the
Canadian mortgage operations of Maple Financial Group Inc., the
Bank purchased mortgages from the Group.

{b} International acquisitions

The Bank acquired two Peruvian banks, Banco Wiese Sudameris and
Banco Sudamericano on March 9, 2006, which were subsequently
merged. The combined incremental investment in these companies
was $385 million, which includes amounts invested directly in the
acquired business. The Bank now owns approximately 78% of the
combined entity. Prior to the latter transaction, the Bank owned

35% of Banco Sudamericang. fotal assets acquired were

$3.8 billion, with the majority of the assets being loans. For the
purchase of the Peruvian banks, estimated total gaodwili of

$189 million and other intangible assets of $34 million have been
recorded in the Consolidated Balance Sheet.

On September 1, 2006, the Bank also acquired Corporacion
fnterfin, the parent company of Banco Interfin in Costa Rica for
%325 million. Total assets at acquisition were approximately
$1.6 hillion, with the majority of the assets being loans, The Bank
has not completed its assessment and valuation of the assets
acquired and liabilities assumed for this acquisition. As a result, the
amount of the purchase price in excess of carrying value of the
acquired assets and liabilities has not been fully allocated to the
acquired assets and liabilities in the Consolidated Balance Sheet.

In 2005, the Bank completed three acquisitions: Banco de
Comercio in El Salvador; Watercus & Co., a global oil and gas
energy acquisition and divestiture advisary firm; and the business of
Pan American Financial, @ mortgage originator in Puerto Rico. Total
goodwilt of $227 million and other intangible assets of $24 million
have been recorded in the Consclidated Balance Sheet. During
2006, a further amount of $16 million of goodwill was recorded in
relation 1o these acquisitions.

The purchase price allocations for 2006 acquisitions may be refined as the Bank completes its valuation of the assets acquired and liabilities
assumed. These Canadian and International purchases did nct have a material effect on the Bank's consolidated financial results or the

consolidated financial position for the fiscal year.
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25. Reconciliation of Canadian and United States generally accepted accounting principles (GAAP)

The consclidated financial statements of the Bank have been prepared

in accordance with Canadian GAAP The significant measurement

Reconciiation of net income

differences between Canadian and U.S. GAAP affecting the consoli-
dated financial statements are as follows;

Net incame

For the year ended Octaber 31 ($ millions) 2006 2005 2004
Net income based on Canadian GAAP $ 3,579 $ 3,209 $ 29508
Employee future benefits (a) 24 {16) 1
Restructuring costs (b) - (2) (23}
Transfers of loans (c) 9 (8) (21}
Derivative instruments and hedging activities (d) (1) (m 60
Unrealized gains (fosses) on securities reclassified as trading (d) (2} (7 55
Conversion of loans into debt securities (e} 9 86 39
Available-for-sale securities (e} 8 45 81
Computer software {f) 20 (22} (29)
Stock-based compensation (g)

Transition adjustment (12} - -

Current year adjustments (23) - -
Liabilities and equity (h) - - 4
Other - - 10
Tax effect of above differences 3 {21) (49)
Net income based on U.S. GAAP $ 3556 | % 3,263 $§ 3,046
Preferred dividends paid and other (30) (25) (30)
Net income available to common shareholders based on U.5. GAAP $ 3,526 $ 3,238 $ 3,016
Earnings per common share based on U.S. GAAP (in dollars}™:

Basic - $ 3.57 $ 3.24 $ 2.99

Diluted $ 352 § 320 § 294

{1) Earnings per share calculations are based on Tull dollar and share amounts.

(a) Employee future benefits

Canadian and U.5. accounting standards for employee future benefits
are substantially consistent; however, there continues 1o be a differ-
ence in the charge to income between Canadian and U.5. GAAP,
principally due to differences in the amortization of the transitional
amounts resulting from differing adoption dates of those standards,
and differences in the treatment of the pension valuation allowance.

Canadian GAAP requires recognition of a pension valuation
allowance for any excess of the prepaid benefit expense over the
expected future benefit. Changes in the pension valuation allowance
are recognized in the Consolidated Statement of Income. U.5. GAAP
does not permit recognition of a pension valuation allowance.

U.S. GAAP requires the excess of any unfunded accumulated
benefit obligation (with certain other adjustments} to be reflected
as an additional minimurn pension liability in the U.S, GAAP
Consolidated Balance Sheet with an offsetting adjustment to
intangible assets to the extent of unrecognized prior service costs,
with the remainder recorded in other comprehensive income.

(b) Restructuring costs

Under Canadian GAAP restructuring costs incurred for activities initi-
ated prior to April 1, 2003, were accrued as liabilities provided that a
restructuring plan detailing all major actions 1o be taken had been
approved by an appropriate level of management, and significant
changes to the plan were not likely. Under U.S. GAAR for activities
initiated prior to January 1, 2003, additional criteria were required to
have been met prior to accrual, including that certain restructuring
costs be incurred within one year from the date of approval of the
restructuring plan; the accruals recorded under Canadian GAAP for
certain planned restructuring costs not incurred within the one-year
time fimit were reversed under U.S. GAAP and the costs are
expensed as incurred. For restructuring costs incurred for activities
initiated after March 31, 2003, Canadian and U.S. GAAP are
consistent.

{c) Transfers of loans through securitizations

Effective July 1, 2001, the Bank adopted a new Canadian
accounting guideline for transfers of loans on a prospective basis.
This guideline is consistent with the U.S. standard for transfers of
loans adopted on April 1, 2001,

Prior to the adoption ef the new Canadian guideline, transfers of
loans were treated as sales under Canadian GAAP when the significant
risks and rewards of ownership were transferred. Gains on transfers of
loans were recognized immediately, unless there was recourse o the
Bank in excess of expected losses, in which case the gains were consid-
ered unrealized and deferred until they were collected in cash and
there was no recourse to that cash. Under U.S. GAAP gains on trans-
fers of lcans that qualify as sales are recognized in income at the time
of sale. There will continue to be differences in Canadian and U.S.
GAAP income until the deferred gains related to assets securitized prior
to July 1, 2001 have all been recognized in Canadian GAAP income.

Prior to the harmonization of Canadian and U.5. GAAP some
transfers of assets did not qualify for sale accounting under U.S.
GAAP. These transfers have been accounted for as secured lending
arrangements under U.S. GAAP This results in the assets remaining
on the U.S. GAAP Consolidated Balance Sheet and in the net spread
being recognized in U.S. GAAP income over the term of the loans
rather than immediate recognition of a gain.

{d) Derivative instruments and hedging activities
Under Canadian GAAP, the Bank accounts for derivative instruments
held for assetfliability management purposes on an accrua! basis if
they qualify for hedge accounting. Derivative instruments held for
asset/liability management purgoses which do not meet hedge
accounting criteria and those held for irading purposes are accounted
for at fair value with changes in fair value recognized in income.

U.5. GAAP requires all derivative instruments to be recognized at
fair value in the Consolidated Balance Sheet. U.5. GAAP restricts the
types of transactions that gualify for hedge accounting and contains
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guidance on measuring hedge effectiveness. The change in fair value of
a derivative instrument designated as a fair value hedge is offset in U.S.
GAAP income against the change in the fair value of the hedged item
relating to the hedged risk. The change in fair value of a derivative
instrument designated as a cash flow hedge is recorded in other
comprehensive income until the revenues or expenses relating to the
hedged item are recorded in income. Hedge ineffectiveness and
changes in the fair value of derivative instruments that do not qualify as
hedges are recognized in income as they arise. The Bank has recorded
an after-tax loss of 35 million (2005 - after-tax loss of $5 million; 2004
- after-tax loss of $17 million), which represents the ineffective portion
of designated hedges.

U.S. GAAP also requires derivative instruments embedded in
financial instrurments that are not clearly and closely related to their
host instrument to be separated and recorded at their fair value. If an
embedded derivative cannot be separated, the entire financial instru-
ment is recorded at fair value, Certain securities with embedded deriva-
tives were redassified from available-for-sale to trading securities. Under
Canadian GAAP. these securities are classified as investment securities.

The Bank has fair value hedges of interest rate risk relating to its
fixed rate instruments in addition ta cash flow hedges of its variable
rate instruments. The Bank expects to reclassify an after-tax toss of
$15 million (2005 - after-tax gain of $7 millian, 2004 - after-tax gain
of $10 million) from accumulated other comprehensive income to
earnings as a resuit of its cash flow hedges within the next twelve
months. As at October 31, 2006, 2005 and 2004, the maximum term
of cash flow hedges was less than 10 years.

The unrealized gain or loss arising at the inception of a derivative
transaction is recognized in U.5. GAAP income only when the fair
value of the derivative is obtained from a quoted market price,
supported by comparison to other ohservable market transactions, or
based upon a valuation technigue incorporating observable market
data. This requirement resulted in a U.5. GAAP after-tax loss of $2
million in 2006 (2005 - after-tax gain of $1 million; 2004 — aiter-tax
loss of $10 million).

(e) Securities

U.S. GAAP requires securities to be classified as either trading, held to
maturity or available-for-sale. The Bank has dlassified all investment
securities as available-for-sale under U.S. GAAP (other than those
reclassified to trading on adoption of the U.S. accounting standard on
derivative instruments and hedging activities as discussed in {d} above),
which are carried on the Consolidated Balance Sheet at their fair value.
Other-than-temporary declines in the fair value of available-for-sale
securities are recognized in U.S. GAAP income based on market values;
declines in fair values are generally presumed to be other than tempa-
rary if they have persisted over a number of quarters. Both investment
securities and trading securities are required to be accounted for an a
trade date basis in the Consolidated Statement of Income and
Consolidated Balance Sheet.

Under U.S. GAAP, unrealized gains and losses on available-for-
sale securities, net of related income taxes, are recorded in other
comprehensive income until realized, except for the unrealized gains
and losses on hedged available-for-sale securities, which are recorded
in U.S. GAAP income.

Under Canadian GAAP, securities are classified as either trading
or investment. The Bank carries investment securities at amortized
cost. Other-than-temporary declines in the value of investment secu-
rities are recorded in income based on net realizable values; declines
in fair values are generally presumed to be other than temporary if
conditions indicating impairment have persisted for a more
prolonged period of time than under U.S, GAAP. Investment securi-
ties and trading securities are accounted for on a settlement date
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basis in the Consolidated Balance Sheet and on & trade date basis in
the Consolidated Statement of tncome.

Under Canadian GAAP debt securities acquired in a lcan restruc-
turing prior to May 1, 2003 were recorded at net book value. Under
U.S. GAAP the deht securities are recorded at their fair value with
the difference between the carrying value of the loans and the fair
value of the debt securities acquired recorded in income. For debt
securities acquired in a loan restructuring after April 30, 2003, Cana-
dian and U.S. GAAP are consistent.

(f) Computer software

1U.S. GAAP requires qualifying software costs to be capitalized and
depreciated aver the useful life of the software. Prior to November 1,
2003, these costs were expensed as incurred under Canadian GAAP.
For software costs incurred after November 1, 2003, Canadian and
U.S. GAAP are consistent.

{g) Stock-based compensation

Effective November 1, 2005, the Bank adopted, on a modified
prospective basis, a new standard issued by the U.5. Financial
Accounting Standards Board amending the accounting for stock-
based compensation to new awards and to any awards modified,

. repurchased or cancelled after the effective date. The prospective

adoption of the standard requires the use of a fair-value-based
method, rather than an intrinsic-value-based method, to measure
and account for the cost of employee services received in exchange
for an award linked to the Bank’s cornmon shares. The greatest
impact was on the Bank’s employee stock option plan.

The pre-tax cumutative effect of adopting the new standard on
Novermber 1, 2005 and the incremental U.S. GAAP stock-based
compensation expense in 2006 were $12 million and $23 million,
respectively. These amounts were guantified using the Black-Scholes
option pricing model and the following weighted average assumptions:

As at October 31, 2006 Navember 1, 2005
Risk-free interest rate 4.16% 3.83%
Expected dividend yield 3.16% 3.07%
Expected price volatility 16.5% 15.9%
Expected life of option 5.7 years 5.4 years

Under Canadian GAAP, the Bank uses an intrinsic-value-based
method to record stock-based compensaticn expense far all liability
classified awards. Effective November 1, 2005, the Bank adopted a new
pronouncement amend:ing the accounting for stock-based compensa-
tion for employees eligible to retire before the vesting date. Details are
provided in Note 1. There was also a corresponding change in U.5.
GAAP; however, this change is required to be applied prospectively
under U.S. GAAP for awards granted in fiscal 2006.

{h) Liabilities and equity

Under Canadian GAAP effective November 1, 2004, the Bank
retroactively adopted, with restatement of prior periods, a new
pronauncement amending the accounting for certain financial
instruments that have the characteristics of both a liability and
equity [refer to Note 13). There was no corresponding change in
U.5. GAAP The dividends paid on the preferred shares issued
directly by the Bank that have retroactively been reclassified as
interest expense under Canadian GAAP in 2004 continue to be
recorded in shareholders’ equity under U.5. GAAF.

Under Canadian GAAP the preferred shares issued by Scotia Mort-
gage Irvestment Corporation and the Scotiabank Trust Securities issued
by BNS Capital Trust are recorded as capital instrument liabilities
whereas under U.S. GAAP, these are recorded as non-controlling
interest in subsidiaries.




(i) Guarantees

U.5. GAAP requires recognition of a liability for the fair value of the
obligation assumed at the inception of the arrangement for guaran-
tees issued or modified after December 21, 2002. The fair vaiue under
1.5, GAAP for guarantees at October 31, 2006 amounted to $340
millicn (2005 - $304 million). The amount excludes derivative instru-
ments meeting the Canadian GAAP definition of guarantees, the fair
value of which is included in the amounts disclosed in Note 23.

(j} Variable interest entities (VIEs)
Under LS, GAAF, VIEs created after January 31, 2003 are required to
be consolidated where the Bank is the primary beneficiary; there is no
material measurernent difference between Canadian and U.S. GAAP
affecting the consolidated financial statements as a result of this
requirement. For the remaining VIEs, the accounting on a U.S. GAAP
hasis is effective October 31, 2004. Under Canadian GAAP. the Bank
prospectively adopted, on November 1, 2004, a new guideline cn the
consolidation of VIEs, which, apart from the difference in effective
dates, is harmonized with U.S. GAAP.

There were no differences in 2006 or 2005 relating to the consali-
dation of ViEs under U.S. GAAP.

(k) Non-cash collateral
Under Canadian GAAP, non-cash collateral received as part of secu-
rities lending transactions is not recognized in the Consolidated

Consolidated statement of comprehdnsive income
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Balance Sheet. Under LS. GAAP collateral received for transactions
where the Bark lends securities as principal is accounted for as a
secured borrowing in the Censolidated Balance Sheet.

The adjustment for non-cash callateral received in securities
fending transactions resulted in an addition to other assets of
$8,922 million (2005 — $6,969 million) and an addition to other
liabilities of $8,922 million {2005 ~ $6,969 million).

{l) Comprehensive income

U.S. GAAP requires a statement of comprehensive income to be
included in the financial statements. Comprehensive income
includes net income and all changes in equity, net of taxes, for the
pericd except those resulting from investrments by and distributions
to shareholders. Comprehensive income also includes the foreign
currency translation adjustments arising from the consolidation of
subsidiaries where the functional currency is other than the
reporting currency. Under Canadian GAAP there is no current
requirernent to present a statement of comprehensive income, and
the foreign currency translation adjustments pertaining to net
investments in foreign subsidiaries are presenied in cumulative
foreign currency translation in the Consclidated Balance Sheet.

{m) Non-controlling interest in subsidiaries
Under U.S. GAAP, non-controlling interest in subsidiaries is
presented separately.

For_the year ended October 31 ($ millions) i 2006 2005 2004
Net income based on U.5. GAAP $ 3556 ;% 3263 ¢ 3,046
Other comprehensive income, net of income taxes:
Change in unrealized gains and losses on available-for-sale securities, net of hedging activities™ (18) (211 101
Change in unreaiized foreign currency translation gains and losses, net of hedging activities® (360) (178) {705)
Change in gains and losses an derivative instruments designated as cash flow hedges® (38) 9 (8)
Change in additional minimum pension lability 2 (29) 16
Total other comprehensive income $ (414} ] % (409) %  (596)
Jotal comprehensive income $ 3142 |% 2854 § 2,450
Accumulated other comprehensive income
For the year ended October 31 (3 millions) 2006 2005 2004
Unrealized gains and losses on available-for-sale securities, net of hedging activities $ 842 | % 860 % 1,07
Unrealized foreign currency translation gains and losses, net of hedging activities (2,435) (2,075) (1,897)
Derivative instruments {55) (17) (26)
Additional minimum pension liability (39) 41) (12)
Total accumulated other comprehensive income $ (1,687)| % {1,273y §  (864)

(1} Net of income tax benefit of $4 (2005 — benefit of $112; 2004 ~ expense of §115).
{2} Net of income 1ax of nil (2005 — nil; 2004 - benefit of $1).

(3} Net of income tax benefit of $20 (2005 ~ expense of $3; 2004 - expense of $1).
{4} Net of income tax expense of 32 (2005 - benefit of $16; 2004 - expense of $7}.
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Stock-based compensation - Pro-forma disclosures

Far U.S. GAAP purposes, the Bank accounted for stock options Bank. Effactive Novemnber 1, 2002, the Bank commenced expensing
issued prior to Novemnber 1, 2002 using the intrinsic-value-based the fair value of stock options on a prospective basis.
method, which did not result in a compensation expense to the

U.S. GAAP requires pro-forma disclosure of net income and earnings per share as if the fair-value-based method had been applied retroac-
tively, as detailed below:

For the year ended October 31 (3 millions) 2006 2005 2004
Net income, as reported $ 355 |% 3263 3 3,046
Pro-forma fair value of stock options not previously expensed - - 21
Pro-forma net income $ 3556 |3 3263 $ 3,025
Earnings per share™:

Basic, as reported b 357 1% 3.24 % 2.99

Basic, pro-forma $ 357 | & 324 % 2.97

Diluted, as reported $ 352 % 320 % 2.94

Diluted, pro-forma $ 352 [§ 3.20 $ 2.92
{1) Earnings per share calculations are based on full dollar and share amounts.
In determining the pro-forma disclosures above, the fair value of value of the fiscai 2002 employee stock option grants was $7.06.
options granted is estimated as at the date of grant using an option Significant assumptions for 2002, were as follows:
pricing model. The fair value is then amortized over the vesting periad. {i} risk-free interest rate of 5.2%; (i) expected option life of 6 years;
As a result of the retroactive attachment of Tandem SARs to the 2002 (iii) expected volatility of 30%; and {iv) expected dividends of 2.7%.
employee stock option grants, the 2004 pro-forma disclosures do not By the end of fiscal 2004, all stock options issued prior 10
reflect a fair value expense for these employee stock options. The fair Novernber 1, 2002, were fully amortized.
Condensed consolidated balance sheet N

2006 2005
Canadian u.s, Canadian us.

As at October 31 ($ millions) GAAP Adjustments GAAP GAAP Adjustments. GAAP
Assets '
Cash resources $ 23376 § - $ 23376 | $ 20505 % - § 20,505
Securities

investment/Available-for-sale 33,012 5850« 33,597 23,452 65000 24,102

Trading 62,490 166 62,656 50,007 5% 50,063
Loans 228,479 1,332« 229,811 191,005 674 191,679
Derivative instruments 10,369 2,157¢ 12,526 11,622 1,366° 12,988
Other . 21,280 11,1220 32,402 17,434 6,587 24,021

$379,006 § 15362 $394,368 $314,025 $ 9333 $ 323,358

Liabdities and shareholders’ équlty

Liabilities
Deposits $263,914 $ 1,358 $265,272 $ 217,445 % 717 $218,162
Derivative instruments 11.211 2,163¢ 13,374 11,193 1,911¢ 13,104
Other 82,878 11,1807 94,058 65,652 5,954® 71,606
Non-controlling interest in subsidiaries 435 (435)" - 306 (306)" -
Sutordinated debentures 2,271 14 2,285 2,597 524 2,649
Capital instrument liabilities 750 (750" - 750 (7500 -
$361,459 $ 13,530 $374,989 §297.943 $ 7578 $305,521
Non-controlling interest in subsidiaries $ - % 1185 § 1185 | % - % 1056 § 1,05
Shareholders’ equity
Capital stock
Preferred shares $ 600 % - % 600 $ 600 $ - 3 600
Common shares and contributed surplus 3,425 - 3,425 3,317 - 3,317
Retained earnings 15,843 13 15,856 14,126 1™ 14,137
Cumulative foreign currency translation (2,321) 2,321 - (1,961) 1,961 -
Accumulated other comprehensive income - {1,687)* {1,687) - (1,273)® (1,273)
§ 17,547 3 647 5 18,194 | § 16082 % 699 3 16,781

$379006 § 15362 $394,368 | $314.025 § 9333 §$323,358

Note references refer to GAAP differences described above.
(1) Refertoa, b ¢ d ef ik (3) Refertoa b cdefq (S) Refertca, b, ¢ d,ef,ik (7} Refertoa, b, ¢ d, e f.
(2) Refertoa. b, ¢ degik (4) Referwa, del {6) Referica b, c.d e ik (8 Refertoa, d el
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Future accounting changes

Accounting for uncertainty in income taxes

In June 2006, the FASB issued FASB Interpretation No. 48,
Accounting for Uncertainty in income Taxes — an interpretation of
FASE Statement No. 109 (FIN 48), which clarifies the accounting for
uncertainty in income taxes recognizéd in an entity’s financial state-
ments. The Interpretation prescribes a recogniticn threshold and
measurement attribute for the financial statement recognition

and measurement of a tax position taken or expected to be taken
on a tax return. This FASB interpretation is effective for the Bank
heginning Nevemnber 1, 2007. The impact of this standard has not
yet been determined.

Accounting for employee future benefits

in September 2006, the FASB issued Statement No. 158, Employers’
Accounting for Defined Benefit Pension and Other Post-retirernent
Plans - an amendment of FASB Statements No. 87, 88, 106, and
132(R). The standard wilt require an elmployer to recognize the
overfunded or underfunded status of a defined benefit pension and
other post-retirement benefit plan as an asset or liability in its state-
ment of financial pesition and to recognize changes in that funded
status in the year in which the changes occur through comprehen-
sive-income. The staternent will also require an employer to

CONSOLIDATED FINANCIAL STATEMENTS

measure the funded status of a plan as of the date of its year-end
staternent of financial position, rather than up to three months
before that date, with limited exceptions. The minimurn pension
liability currently recorded under U.S. GAAP will nc longer be
required, The statement is effective for the Bank on October 31,
2007. In the case of the requirement to measure the funded status
as of the year-end date, this is effective for the Bank cn October
31, 2008. The impact of this standard has not yet been determined.

Accounting for certain hybrid financial instruments

In February 2006, the FASB issued FASB Statement No. 155,
Accounting for Certain Hybrid Financial Instruments — an amend-
ment of FASB Statement No. 133 and 140, amending the
accounting for certain hybrid financial instruments. This standard
allows an entity to elect to measure certain hybrid financial
statements at fair value in their entirety, with changes in fair value
recognized in earnings. The requirements of this standard will be
effective for the Bank beginning November 1, 2006. This standard
is not anticipated to have a material impact on the Bank's U.S.
GAAP consolidated financial statements.
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PRINCIPAL SUBSIDIARIES

Principal Subsidiaries™
As at October 31, 2006 (§ millions)

Principal office

Carrying value of share$

Canadian
BNS Capital Trust Toronto, Ontario 3 121
BNSII Group Toronto, Ontario $ 9118

Montreal Trust Company of Canada Monireal, Quebec

MontroServices Corporation Meontreal, Quebec

Scotia Merchant Capital Corporation Toronto, Ontario

BNS Investments Inc, Toronto, Ontaric
Maple Trust Company Toronto, Ontario 3 232
National Trustco Inc. Toronto, Ontario % 472

The Bank of Nova Scotia Trust Company Toronto, Ontario

National Trust Company Toronto, Ontario
RoyNat Inc. Toronto, Ontario $ 60
Scotia Capital Inc. Toronto, Ontario $ 257
Scotia Cassels Investment Counsel Limited Toronto, Ontario % 10
Scotia Life insurance Company Toronto, Ontario $ 79
Scotia Morigage Corporation Toronto, Ontario $ 235
Scotia Mortgage Investment Corporation St. John's, Newfeundland 3 54
Scotia Securities Inc. Toronto, Ontario 3 490
Scotiabank Capital Trust® Toronto, Ontario 3 g
International
The Bank of Nova Scotia Berhad Kuala Lumpur, Malaysia 3 144
The Bank of Nova Scotia International Limited Nassau, Bahamas $ 7,323

BNS international {Barbados; Limited Warrens, Barbados

Corporacion Interfin San Jose, Costa Rica

The Bank of Nova Scotia Asia Limited Singapore

The Bank of Nova Scotia Trust Company (Bahamas) Limited Nassau, Bahamas

Scotiabank & Trust (Cayman) Limited Grand Cayman, Cayman Islands

Scotia Insurance (Barbados) Limited Warrens, Barbados

Scotiabank (Bahamas) Limited Nassau, Bahamas

Scotiabank (British Virgin Islands} Limited Road Town, Tortola, BVl

Scotiabank (Hong Kong) Limited Hong Kang, China ’

Scotiabank {Ireland) Limited Dublin, ireland
The Bank of Nova Scotia Jamaica Limited (70%) Kingstan, Jamaica % 299
Grupo Financiero Scotiabank, S.A. de C.V. (97%) Mexico, D.F., Mexico $ 1,892
Nova Scotia Inversiones Limitada Santiago, Chile $ 408

Scotiabank Sud Americano, S.A. (99%;) Santiago, Chile
Scotia Capital (USA) Inc. New York, New York @
Scotia Holdings (US) Inc. Atlanta, Georgia @

The Bank of Nova Scotia Trust Company of New York New York, New York

Scotiabanc [nc. ’ Atlanta, Georgia
Scotia International Limited Nassau, Bahamas $ 618

Grupo BNS de Costa Rica, 5.A. San Jose, Costa Rica

Scotiabank Anguilla Limited The Valley, Anguilla
Scotiabank de Puerto Rico Hato Rey, Puerto Rico $ 201
Scotiabank El Salvador, S.A. (99%) San Salvador, El Salvador $ 332
Scotiabank Eurcpe plc London, England $ 2,138
Scotiabank Peru, S.A. (77.6%) Lima, Peru % 467
Scotiabank Trinidad & Tobago Limited (51%) Port of Spain, Trinicad $ 136

(1) The Bank owns 100% of the cutstanding voting shares of each subsidiary unless atherwise noted. The listing includes major operating subsidiaries only.
(2) Interms of current accounting standards, this entity is not consolidated as the Bank is not the primary beneficiary

(3} The carrying value of this subsidiary is included with that of its parent, Scotia Capital Inc.
(4) The carrying value of this subsidiary is included with that of its parent, BNS Investments Inc.
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Glossary

ALLOWANCE FOR CREDIT LOSSES: An allowance set aside which, in management's opinion,
is adequate to absorb all credit-related losses from on and off-balance sheet items. It
includes specific and general allowances.

ASSETS UNDER ADMINISTRATION AND MANAGEMENT- Assets owned by customers, for which
the Bank provides management and custodial services, These assets are not reported
an the Bank's consolidated balance sheet,

BANKERS' ACCEPTANCES (8As): Negotiable, short-term debt securities, quaranteed for a fee
by the issuer’s bank.

BASIS POINT- A unit of measure defined as one-hundredth of one per cent.

Cap(TaL: Consists of common sharehctders' equity, preferred shareholders” equity and
subordinated debentures. 1 can support asset growth, provide against loan losses and
pratect depositors,

CAPITAL INSTRUMENT LIABILITY: A finangial instrument, normally qualifying as Tier 1 cap-
ital, that has the potential for being settled for a variable number of the Bank's own
equity instrumeants.

DERIVATIVE PRODUCTS: Financial contracts whose value is derived from an uaderlying
price, interest rate, exchange rate or price index. Fofwards, options and swaps are all
derivative instruments,

FOREIGN CURRENCY TRANSLAFON GAINAOSS: The uprealized gain or loss recorded when
foreign currency assets and liabilities are translated into Canacian dollars at a balance
sheet date, when exchange rates differ from those of the previous balance sheet date,

FOREIGN EXCHANGE CONTRACTS: Commitments to buy or sell a specified amount of for-
eign currency on a set date and at a predetermined rate of exchange,

FORWARD RATE AGREEMENT (FRAY A contract between two parties, whereby a designated
interest rate, applied to a notional principal amount, is locked in for a specified period
of time, The difference between the contracted rate and prevailing market rate is paid
in cash on the settlement date, These agreements are used to protect against, or take
advantage of, future interest rate movements.

FUTURES: Commitments to buy or sell designated amounts of commedities, securities
ar currencies on a specified date at a predeterminad price. Futures are traded on rec-
ognized exchanges. Gains and losses on these contracts are settled daily, based on
closing market prices.

GENERAL ALLOWANCE: Established by the Bank to recognize credit losses which have
occurred as at the balance sheet date, but have not yet been specifically identified on
an individual item-by-item basis.

HEDGING: Protecting against price, interest rate or foreign exchange exposures by tak-
ing positions that are expected to react to market conditions in an offsetting manner.
IMPAIRED LOANS: Loans on which the Bank no longer has reasonable assurance as to the
timely collection of interest and principal, or where a contractual payment is past due
a prescribed period. Interest is not accrued on impaired lpans.

MARKED-TC-MARKET: The valuation of securities and off-balance sheet insiruments, such
as interest and exchange rate contracts, held for trading purposes, at market prices as
cf the balance sheet date. The difference between market and book value is recorded
as a gain or loss to income.

MIDDLE OFFiCE: The independent middle office plays a key role in risk management and
measurement. lt reviews trading models and valuations; develops and performs stress
tests, sensitivity analysis and VAR calculations; reviews profit and loss performance;
and participates in new product develapment,

NET INTEREST MARGIN: Net interest income, on a taxable equivalent basis, expressed as
a percentage of average total assets.

NOTIONAL PRINCIPAL AMOUNTS: The contract or principal amounts used {o determine pay-
ments for certain off-halance sheet insiruments, such as FRAs, interest rate swaps and
cross-currency swaps. The amounts are termed “notional” because they are not usu-
ally exchanged themselves, serving only as the hasis for calculating amounts that do
change hands.

DFF-BALANCE SHEET INSTRUMENTS: These are indirect credit commitments, including
undrawn commitments to extend credit and derivative instruments.

oenans: Contracts between buyer and seller giving the buyer of the option the right,
but not the obligation, to buy (call) or sell (put) a specified commodity, financial
instrument or currency at a set price or rate on or before a specified future date,
osFi The Office of the Superintendent of Financial Institutions Canada, the regulatar
of Canadian banks.

PRODUCTIVITY RATID: Measures the efficiency with which the Bank incurs expenses to gen-
erzale revenue. It expresses non-interest expenses as a percentage of the sum of net
interest income on a taxable equivalent basis and other income. A lower ratio indi-
cates improved productivity.

REPOS. Repos is short for "obligations related to assets sold under repurchase agree-
ments” — a shori-term transaction where the Bank sells assets, normally government
bonds, 1o a dient and simultaneously agrees to repurchase them on a specified date
and at a specified price. It is a form of short-term funding.

RETURN ON EQUITY (ROE) Net income available to common shareholders, expressed as a
percentage of average common shareholders’ equity.

REVERSE REPOS. Short for “assets purchased under resale agreements” — a short-term
transaction where the Bank purchases assets, normally government bonds, from a client
and simultaneously agrees to resell them on a specified date and at a specified price.
It is a form of short-term collateralized lending.

RISK-WEIGHTED ASSETS Calculated using weights based on the degree of credit risk for
each class of counterparty. Off-balance sheet instruments are converted to balance
sheet equivalents, using specified conversion factors, before the appropriate risk
weights are applied.

SECURITIZATION The pracess by which financial assets (typically loans) are transfarred to
a trust, which normally issues a series of different classes of asset-backed securities to
investors to fund the purchase of loans, The Bank normally accounts for these trans-
fers as a sale, provided certain conditions are met, and accordingly, the loans are
removed from the consclidated balance sheet.

STANDBY LETTERS OF CREDHT A4D LETTERS OF GUARA!TEE Assurances given by the Bank that
it will make payments on behalf of clients to third parties. The Bank has recourse
against its clients for any such advanced funds. .

SWAPS: Interest rate swaps are agreements to exchange streams of interest payments,
typically ane at a floating rate, the other at a fixed rate, over a specified period of time,
based on notionat principal amounts. Cross-currency swaps are agreements to
exchange payments in different currencies over predetermined periods of time.
TAXABLE EQUIVALENT BASIS (TEB) The grossing up of tax-exempt income earned on certain
securities to an equivalent before-tax basis. This ensures uniform measurement and
comparison of net interest income arising from both taxable and tax-exempt sources,
TIER 1, TOTAL CAPITAL AND TANGIBLE CONYI0M EQUITY RATIOS These are tatios of capltal
risk-weighted assets, as stipulated by OSFI, based on guidelines developed under the
auspices of the Bank for International Settlements {BIS). Tier 1 capital, the more per-
manent, consists primarily of common shareholders' equity, non-controlling interest in
subsidiaries plus non-cumulative preferred shares, less unamortized goodwill and
ineligible intangible assets. Tier 2 capital consists mainly of subordinated debentures
and the eligible general aliowance. Tagether, Tier 1 and Tier 2 capital less certain
deductions comprise tctal regulatory capital. Tangible common equity is comprised of
commen shareholders” equity, less goodwill and intangible assets.

VALUE AT RISK (vAR). VAR is an estimate of the potential loss of value that might result
from holding a position for a specified period of time, with a given level of statistical
confidence.

VARIABLE INTEREST ENTITY- An entity where its equity at risk is insufficient to permit the
financing of its activities on a stand-alone basis or where its equity investors, as a
group, lack certain essential characteristics of 2 contrailing financial interest.

YIELD CURVE: A graph showing the term structure of interest rates, plotting the yields
of similar quality bends by term to maturity.

2006 SCOTIABANK ANNUAL REPORT

133




134

Shareholder information

Annual Meeting

Shareholders are invited to attend the 175th Annual Meeting
of Holders of Common Shares, 1o be held an March 6, 2007,
at The World Trade and Convention Centre, Port Royal Room,
1800 Argyle Street, Halifax, Nova Scotia, Canada, beginning at
10:00 a.m. (Atlantic Time},

Shareholdings and Dividends

Information regarding your shareholdings and dividends may be
obtained by contacting the Transfer Agent.

Direct Deposit Service

Shareholders may have dividends deposited directly into accounts held
at financial institutions which are members of the Canadian Payments
Association. To arrange direct deposit service, please write to the
Transfer Agent.

Dividend and Share Purchase Plan

Scotiabank’s dividend reinvestment and share purchase pian allows
common and preferred shareholders to purchase additional commaon
shares by reinvesting their cash dividend without incurring brokerage or
administrative fees.

As well, eligible sharehclders may invest up to $20,000 each fiscal
year to purchase additional common shares of the Bank. Debenture
holders may apply interest on fully registered Bank subordinated deben-
tures 1o purchase additional comman shares. All administrative cosis of
the plan are paid by the Bank.

For more information on participation in the plan, please contact
the Transfer Agent.

Listing of Shares
Commaon shares of the Bank are listed for trading on the Toronto and
New York stock exchanges.

Series 12 and Series 13 preferred shares of the Bank are listed on
the Toronto Stock Exchange.

Stock Symbols

STOCK TICKER 5YMBOL CUSIP NO.

Common shares BNS 06414910 7
Series 12, Preferred BNS.PR.J 064149 81 8
Series 13, Preferred BNS.PR.K 064149 79 2

Dividend Dates for 2007

Record and payment dates for common and preferred shares, subject to
approval by the Board of Directors.

RECORD DATE PAYMENT DATE
January 2 January 29
April 3 April 26

July 3 July 27
October 2 October 29
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Future Annual Meeting

The Annual Meeting for the fiscal year 2007 is scheduled for March 4,
2008, in Edmonton, Alberta.

Valuation Day Price

For Canadian income tax purposes, The Bank of Nova Scotia’s common
stack was quoted at $31.13 per share on Valuation Day, December 22,
1971. This is equivalent to $2.594 after adjusting for the two-for-one
stock split in 1976, the three-for-one stock split in 1984, and the two-
for-one stock split in 1998. The stock dividend in 2004 did not affect
the Valuation Day amount. The stock received as part of the 2004 stock
dividend is not included in the pre-1971 pool.

Duplicated Communication

Same registered holders of The Bank of Nova Scotia shares might
receive mare than one copy of shareholder mailings, such as this annuai
report. Every effort is made to avoid duplication; however, if you are
registered with different names and/or addresses, multiple railings may
result.

If you receive, but do not require, more than one mailing for the
same ownership, please contact the Transfer Agent to cambine the
accounts.

Credit Ratings

SENIOR LONG-TERM DEBT/DEPQSITS

DBRS AA

FITCH AA-
Moody's Aa3
Standard & Poor's AA-

SHORT TERM DEPOSITS/COMMERCIAL PAPER

DBRS R-1(high)
Fitch F1+
Moody's P-4
Standard & Poor's A+
SUBORDINATED DEBT

DBRS AAllow)
Moody's ; Al
Standard & Poor’s At
PREFERRED SHARES

DBRS pfd-1
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—> Additional Information

Corporate Headquarters Shareholder Services For further information
2cot!at:nk TRANSFER AGENT AND REGISTRAR ,F::f:: CORPORATE AND GOVERNMENT
420“.3 aza MAIN AGENT ’ t_' ; y
King Street WESt Computershare Trust Company of co |.a an
Toronto, Ontario Canada 44 King Street West

Canada M5H 1H1
Tel: (416) 866-6161
Fax: (416) 866-3750

Toronta, Ontario
Canada M5H 1H1
Tel: (416) 866-3925

100 University Avenue, 3th Floor
Toronto, Ontario
Canada MSJ 2Y1

E-mail: email@scotiabank.cc;)m Tel: 1-877-982-8767 Fax: ('415) 866-4988 )
Fax: 1-888-453-0330 E-mail: corpaff@scotiabank.com
| E-mail: service@computershare.com CUSTOMER SERVICE CENTRE
CO-TRANSFER AGENT (U.5.A) 1-800-4-5COTIA
Computershare Trust Company, Inc.
350 Indiana Street
Golden, Colorado 80401
USA. Online
Tel: 1-800-962-4284 \ \
For product, corporate, financial
FINANCE DEPARTMENT and shareholder information:
Scotiabank www.scotiabank.com and
I 44 King Street West www.scotiacapital.com
Toronto, Ontario
Canada M5SH 1H1
Tel: (416} 866-4790
Fax: (416) 866-4048
E-mail:
corporate.secretary@scotiabank.com
FINANCIAL ANALYSTS, PORTFOLIO
MANAGERS AND OTHER INSTITUTIONAL
INVESTORS
Tel: (416) 866-5982
Fax: {416} 866-7867
E-mail:
investor.relations@scotiabank.com
© The cover and editorial pages 1 - 24 are printed on Financial pages 25 -134 are printed on FSC certified Rolland
FSC certified Mohawk paper, 50% post-consumer Enviro 100, 100% post-consumer recycled fibre and
‘J : ) recycled fibre and manufactured using wind manufactured using Biogas energy — an alternative energy
FSC generated electricity. source that helps to eliminate green house gas emissions.
.:t'::'is_:l’.:;:. Savings: Savings:
—— Trees; 173 wrees preserved for the future Trees: 1,173 trees preserved for the future
_,:"E'_‘::'_}::__ Waste: 1,684)kg solid waste not generated Waste: 33,810 kg solid waste not generated
Water; 277,896 litres wastewater flow saved Water: 214 kg waterbarne waste not created
Air: 7.254‘kg net green house gases prevented 3,198,288 litres of wateriwastewater {low saved
7,538‘kg air emissions eliminated Ain B,556 kg of air emissions (C0O2, 502, NOx) lowered
Energy: 122,418,513 BTUs energy not consumed 65,688 kg of atmospheric emissions eliminated

Energy: 1,159,634,700 BTUs not consumed
4,830 m3 natural gas saved by using Biogas energy




- How do you become a strong leader?
Focus on people. For 175 years.

NUMBER ONE IN THE WORLD FOR RETURN ON INVESTMENT.
Nothing says “you've found a winner” like deep roots and a
corporate philosophy that garners outstanding results for hoth
customers and shareholders. In 2005, Scotiabank fed ali full-service
banks in the world for total and risk-adjusted shareholder return’
In the Caribbean and Central America alone, Scotiabank’s goal-
focused brand of customer and community service has earned us
| the honcurs® of Best Bank in Jamaica, Dominican Republic, Mexico,
Costa Rica and in the Caribbean as & whcle, Glokally, we continue
to expand and, today, close to 57,000 employees of the Scotiabank
Group and its affiliates in some 50 countries deliver customized financia!
services in all areas of personal, commercial, corporate, and investment
banking to help you get ahead.

Experience Scotiabank’s award-winning leadership for yourself.
Let us focus on you.

www.scotiabank.com

Caribbean And Central America: Anguilla, Antigua & Barbuda, Aruba, Bahamas, Barbados,
Belize, British Virgin Islands, Cayman Islands, Costa Rica, Dominica, Dominican Republic,
El Salvador, Grenada, Haiti, Jamaica, Netherlands Antilles {51, Maarten, Curacac, Bonaire and
St. Eustatius), Panama, Puerte Rico, St. Kitts & Nevis, St. Lucia, St Vincent & The Grenadines,
Trinidad & Tobago, Turks & Caicos, U.S. Virgin Islands. Around The World: Brazil, Canada,
Chile, China, Dubai, Eqypt, Guyana, Hong Kong, India, freland, Japan, Malaysia, Mexico, Pery, @ seot'iﬂbﬂnk \—..‘
Republic of Korea, Singapore, Taiwan, Thailand, United Kingdom, United States, Venezuela,

Vigtnam,

™ Trademark of The Bank af Nova Sotia. t Baston Consuling Group 2005 t1 From vanous publications 2002 10 2005.
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